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The business of Sears, Roebuck and Co., a New York corporation, originated from an enterprise 
established in 1886 . The company is a leading provider of goods and services with an extensive 
merchandising and financial services network and is headquartered in Sears Tower, Chicago, 
Illinois. 
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SEARS. ROEBUCK AND CO. 


FINANCIAL HIGHLIGHTS 


common share data 

1988 

1987 

1986 

1985 

1984 

Revenues. 

$50,251 

$45,904 

$42,303 

$39,349 

$37,898 

Net income. 

1,454 

1,633 

1,339 

1,294 

1,452 

Common share dividends. 

758 

756 

648 

639 

631 

Per common share 






Net income. 

3.84 

4.30 

3.58 

3.51 

4.00 

Dividends . 

2.00 

2.00 

1.76 

1.76 

1.76 

Investments . 

29,136 

25,120 

22,183 

19,249 

17,203 

Total assets. 

77,952 

75,014 

66,009 

66,426 

57,073 

Shareholders’ equity. 

14,055 

13,541 

13,017 

11,776 

10,903 

REVENUES 

NET INCOME 

SHAREHOLDERS' 


in millions 

in millions 

EQUITY 
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CHAIRMAN'S MESSAGE TO SHAREHOLDERS 



1988 was a transitional year for Sears, Roebuek and Co.—a year in which we announced and began 
implementing an aggressive new strategy which will reshape the company’s future by strengthening 
our focus on the consumer. Simply stated, we are building upon the businesses we know best, where 
we have strong relationships with our customers. We are confident that these actions will significantly 
enhance shareholder 
value. 

Strategic Focus 

Our consumer driv¬ 
en strategy directs our 
energies and resources 
toward revenue and 
income growth. Its 
key elements are to: 

. revitalize the Sears 
Merchandise Group 
and broaden it into the 
Sears Retail Network; 

. refocus our financial 
services businesses 
on the consumer; 

. redeploy assets to 
maximize shareholder 
value, and 

. link up different parts 
of our businesses— 


our products, services, technology and distribution channels—in ways that our competitors cannot. 

i 

Major initiatives supporting our strategy are already under way. The Merchandise Group’s 
everyday low pricing, introduced in March, is improving our competitive position. We have divested 
Allstate’s group life and health insurance business, and we are in the process of selling Cold well 
Banker’s commercial real estate unit, enabling these Groups to increase their emphasis on consumer 
related businesses. 

Our asset redeployment program is also in full swing, with the most visible aspect being the 
proposed sale of the Sears Tower. The building has been an excellent investment, and this is the right 
time to realize our gain and reinvest it elsewhere in the company. As another result of this decision, 
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the Merchandise Group will relocate its headquarters to less costly facilities. This exemplifies our 
commitment to reduce costs throughout the organization. 

Programs to profitably link our businesses will build upon a record of significant 
accomplishments. Two outstanding examples are the sale of Allstate investment products through 
Dean Witter, and the success of the Discover Card. We began selling Allstate investment-oriented 
products through Dean Witter account executives in 1983, and in 1988, we sold nearly $1.5 billion. As 
the Dean Witter account executive force continues to grow, so should this example of profitable 
teamwork. In 1986, we rolled out the Discover Card operation with people and technology primarily 
from the Merchandise Group. It achieved profitability in just three years and has become one of the 
leading bank credit cards in the United States. 

These examples illustrate the progress we are making. The consumer focused strategy discussion, 
on pages 5-9, provides greater detail on how programs are being implemented and explains structural 
changes necessary to support them. 

Financial Results 

The company’s revenues for 1988 were a record breaking $50.25 billion, rising 9.5% over 1987 
revenues of $45.90 billion. Consolidated net income was $1.45 billion or $3.84 per share compared with 
a restated $1.63 billion or $4.30 per share in 1987. Excluding fourth quarter charges of $442.0 million 
for the restructuring, $58.6 million for the business disposition and the $366.6 million benefit 
attributable to the adoption of new r income tax accounting, net income for 1988 w r ould have totalled 
$1.59 billion or $4.19 per share. 

Management Changes 

After 38 years of outstanding service, our friend and business associate Richard M. Jones retired 
as president of the company. We shall miss him. 

Other significant management changes were: 

. James M. Denny, senior vice president and chief financial officer, w r as elected a director of the 
company on Nov. 9, 1988. 

. Albert V. Casey was reelected to the board on Feb. 13, 1989. 

. On Nov. 9, 1988, Edward M. Liddy was elected vice president, corporate finance, effective Jan. 1, 

1989. 

. Edward J. Condon, Jr. w'as elected vice president and corporate treasurer on Feb. 14, 1989. He 
succeeds Robert F. Gurnee, w r ho is now r chairman of Sears Roebuck Acceptance Corp., Discover Credit 
Corp. and Sears Receivables Financing Group, Inc. 

• Charles A. Carlson was elected vice president, technology services on Feb. 14, 1989. 

Outlook 

We expect that 1989 will be another year of growth in the economy. Disposable income should 










CHAIRMAN'S MESSAGE TO SHAREHOLDERS continued 
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increase due to rising employment and the administration’s assurance of no new taxes. This should 
allow consumers to increase their spending for general merchandise and services and stimulate 
investments in financial services. 



For Sears, Roebuck and Co., 1989 is proving to be a year filled with excitement and new 
opportunities. The Corporate Management Committee members (pictured above), together with all of 
our employees, are deeply involved in making our strategy work. With this company-wide 
commitment, I am confident we will achieve our goals of enhancing shareholder value and building 
upon our strong franchise with the American consumer. 



Edward A. Brennan 

Chairman, President and Chief Executive Officer 
March 14, 1989 
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CONSUMER FOCUSED STRATEGY 


T 

■he company’s refocused strategy builds on our long-standing relationship with the American 
consumer and is the result of an intensive, organization-wide evaluation. Our overriding objective is to 
assure that our businesses will have distinct advantages well into the 1990 s, resulting in increased 
shareholder value. 

Among the key elements of the consumer focused direction are the revitalization of the 
Merchandise Group, broadening it into the Sears Retail Network, and the refocusing of our financial 
services on the consumer. 

The “network” concept that has existed among our financial service companies for several years 
includes a wide range of distribution channels—from traditional branch offices to locations in Sears 
stores. Research developed during our strategic evaluation shows that while Coldwell Banker, Dean 
Witter and Allstate each have strong identities as individual companies, consumers say their strength 
is enhanced through their collective membership in the Sears Financial Network. 

Employing the same network concept, the Merchandise Group has established several distinct 
businesses, creating the Sears Retail Network which capitalizes on the trust, integrity and financial 
strength of Sears. 

The end result is two powerful, interrelated organizations—the Sears Retail Network and the 
Sears Financial Network. They are the vehicles through which the company will implement the 
revitalization of the Merchandise Group and the refocusing of financial services on the consumer. 

Sears Retail Network 

Several distinct Merchandise Group businesses define the Sears Retail Network: 

. Multi-Line Stores will have merchandise categories that build upon Sears 
established market strengths: home appliances, home improvement, 
automotive, home fashions, men’s/children’s apparel, and women’s apparel. 

Now featuring everyday low pricing, the multi-line stores are undergoing 
conversion to a series of in-store superstores called “power formats.” When 
completed, these formats will offer a dominant assortment of Sears and brand 
name merchandise in product categories. This structure will increase 
accountability by product line, streamline decision making and improve 
competitiveness in each merchandise category. 
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CONSUMER FOCUSED STRATEGY continued 


. Catalog and Direct Marketing is being established as a separate business with 
an organization independent of the retail structure, building upon Sears 
strengths within this important industry. 

. Sears Credit was the first Merchandise Group business to be separately 
organized, permitting clear performance accountabilities. 

. Specialty Stores are among Sears newest enterprises. This segment provides 
a powerful growth vehicle through the acquisition and management of 
companies which will help Sears increase its total market share in selected 
merchandise categories. Specialty stores are also being internally developed, 
such as McKids stores, sleep shops, paint and hardware stores and free- 
standing auto centers. 

. Product Services will permit Sears to capitalize on its unparalleled reputation 
in product repair and service as well as its vast nationwide organization of 
850 service facilities, nearly 19,000 technicians and some 14,000 service 
vehicles. The expansion of Sears service capabilities to include brand name 
merchandise offers significant marketing opportunities. 

This new network structure will better enable the Merchandise Group to provide consumers with 
the right goods at the right price and at convenient locations. In so doing, it is expected to contribute 
to increased profitability in each market segment. The reorganized Merchandise Group will be well- 
positioned to give America its “Money’s Worth and a Whole Lot More.” 

Sears Financial Network 

The Sears Financial Network companies are focusing attention and resources on the consumer. 
Commercial businesses have been divested or restructured to better support consumer businesses. Key 
changes within the Financial Network are: 

. Allstate’s group life and health business has been sold. The Allstate Life 
Insurance Company will concentrate on individual life products,-annuities, 
pensions and direct response marketing products. 






CONSUMER FOCUSED S TRATEGY cont inued 


. Allstate’s business insurance division has been refocused to direct its 

attention to the small to midsize market, and its national accounts business is 

« 

being de-emphasized. 

. Coldwell Banker’s commercial division is being divested. Homart will continue 
to create value for shareholders by developing and managing quality real 
estate projects. 
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. Sears Mortgage Company's business has been transferred from Dean Witter 
to Coldwell Banker, which will permit more efficient offering of mortgages to 
residential clients. 

. Dean Witter has restructured its securities-related organization. Dean Witter 
Financial will concentrate on sales and marketing and Dean Witter Capital 
will focus on investment banking and product development. 

. Discover Card has been aligned as a stand-alone unit reporting directly to the 
chairman of Dean Witter. 

Our Financial Network companies—Allstate, Dean Witter and Coldwell Banker—have built very 
strong market positions individually and through powerful affiliations with each other. The consumer 
focused strategy will enable the Network to concentrate its resources more effectively for profitable 
growth. 

Business Synergies 

In addition to linking up our businesses through programs such as selling Allstate investment 
products through Dean Witter account executives, the sharing of information technology and human 
resources is also producing significant benefits. 

An important example of technology sharing is Sears Technology Services, Inc., which was 
established in January 1989 to integrate the extensive information processing and telecommunications 
resources of the Sears family of companies. In 1983, we consolidated the company's voice, data and 
video communications. We will now combine the company's data center operations and related 
technical support functions enabling STS to provide our businesses a full-range of cost-efficient, state- 
of-the-art communications and information processing services. STS will also foster the development 
of applications of information technology throughout the company. 


i 




OPERATIONS REVIEW 



“All our 
strategies are 
aimed at 

delivering quality, 
value, trust and 
integrity to the 
consumer. 

Michael Bozic 




In 1988, the Merchandise Group 
developed its retail, catalog and 
service strategies for the 1990s. 
Four strategic responses 
emerged—power formats, 
everyday low pricing, vertical 
business accountability and cor¬ 
responding logistical support— 
which will operate in a frame¬ 
work of intense cost contain¬ 
ment necessary for success in a 
competitive environment. 

Other highlights of 1988 
included expansion of retail 
square footage, establishment 
of separate catalog and product 
services organizations, imple¬ 
mentation of “telecatalog” cen¬ 
ters with a toll-free telephone 
number, a new advertising 
campaign and ongoing restruc¬ 
turing to develop an efficient, 
creative and responsive mer¬ 
chandising operation. 

Power Formats 

Brand Central, the Group's first 
power format, launched the new r 
concept in 1988. This home appli¬ 
ances and home entertainment 
“superstore within a store” fea¬ 
tures a greatly expanded prod¬ 
uct assortment with dramatic 
new presentation and signing. 
This combination has enhanced 
the store’s appeal and strength¬ 
ened its competitive position 
through the addition of more 
than 50 national brands, includ¬ 
ing Whirlpool, General Electric, 
Sony, RCA and Zenith, while 
maintaining the Kenmore fran¬ 
chise. Introduced in 18 Indiana 
and Kentucky stores, the first 
Brand Centrals produced results 
that reinforced the decision to 
position the format in 400 
additional stores during 1989. 

Carpet departments w T ere 
also converted to a power for¬ 
mat in early 1989. After several 
months of testing in three mar¬ 
kets, well-know r n national 
brands replaced the house label 


in all carpet departments—726 
stores—in just six weeks. 

Power formats, which will 
convert the retail stores into 
“stores of superstores,” are be¬ 
ing developed in all key areas. 

A new children’s store power 
format was introduced in 
Merrillville, Ind. on March 8. 
Other areas which will convert 
to power formats include auto¬ 
motive, lawn and garden, home 
improvement, home fashions, 
men’s clothing, and women’s ap¬ 
parel. 

Everyday Low Pricing 

A second strategic element, ev¬ 
eryday low pricing, was tested 
in three Wichita, Kan., stores in 
the fall of 1988 and implement¬ 
ed nationwide on March 1 of 
this year. Lower prices every 
day encourage customers to 
shop more often and more wide¬ 
ly rather than waiting for 
promotions. A steadier flow of 
business will improve the pre¬ 
dictability of sales levels and in¬ 
ventory needs, and will serve to 
reduce costs and workloads at 
all levels of the organization. 

The new advertising cam¬ 
paign launched in the fourth 
quarter, “Your Money’s Worth 
and a Whole Lot More,” clearly 
supports our efforts to create 
power formats with quality, val¬ 
ue, trust, integrity and “Great 
Low Prices” every day. The cam¬ 
paign emphasizes both the 
price/quality relationship of the 
retailer’s goods and the 
“mores” that have made Sears 
the most trusted retailer in 
America: among them, the “Sat¬ 
isfaction Guaranteed” policy, 
dedicated customer service, 
credit options, delivery, mer¬ 
chandise installation and prod¬ 
uct repair. 

Vertical Business Accountability 
A third strategic element is the 
movement toward vertical busi¬ 
ness accountability. This move 


recognizes the need to intensely 
manage each Merchandise 
Group business according to the 
merchandise, services and other 
characteristics of that business. 
Headquarters and field organiza¬ 
tions are being aligned to be¬ 
come more responsive in every 
business and are being made ac¬ 
countable for their performance. 
Establishment of these 
accountabilities is central to suc¬ 
cess in the retail power formats 
and catalog operations. In 1988, 
both the catalog and product-re- 
pair businesses became vertical 
organizations within the Mer¬ 
chandise Group, similar to the 
status of the credit operation. 

Logistical Support 
The fourth element of the 
Group’s strategy is improved lo¬ 
gistics through more effective 
integration of merchandise plan¬ 
ning, inventory management 
and physical distribution. 

One major focus of logis¬ 
tics is the development of sys¬ 
tems to serve the newly separat¬ 
ed retail and catalog businesses. 
Their inventories, formerly 
treated as one, will be handled 
separately by mid-1989. 

This new focus will result in the 
reduction of catalog distribution 
centers from 13 in 1987 to six 
by mid-1990. Simultaneously, 
tw r o specialized types of distribu¬ 
tion facilities will be created, 
one for major appliances which 
are delivered to customers’ 
homes and the other for smaller 
“take-with” items that are dis¬ 
tributed to stores. These 
changes will improve the flow 
of goods, resulting in reduced in¬ 
ventory and better customer 
service. 

Central to improved logis¬ 
tics is the Group's commitment 
to convert to standardized elec¬ 
tronic language to communi¬ 
cate w r ith sources, and develop- 















Financial Highlights 

Revenues for the Sears Mer¬ 
chandise Group rose 7.7% to 
$30.26 billion for 1988. Con¬ 
tributing to the increase 
were the acquisition of 
Western Auto Supply Co.; 
stronger sales of installed 
home improvements and ap¬ 
pliances; higher credit reve¬ 
nues from an increased lev¬ 
el of owned receivables, and 
a rise in international reve¬ 
nues, favorably impacted by 
Canadian conversion rates. 
Income for the year de¬ 
clined to $524.4 million and 
reflects a $442.0 million re¬ 
structuring charge partially 
offset by a $351.1 million 
benefit from the change in 
income tax accounting. 


in millions 

1988 

1987 

Revenues 

$30,256.0 

$28,085.5 

Assets 

23,706.5 

23,215.8 

Receivables 

14,476.8 

14,035.6 

Net Income 

524.4 

787.4 
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ment of new state-of-the-art sys¬ 
tems for processing customers’ 
orders, managing inventory and 
operating the Group’s distribu¬ 
tion facilities. 

Expanded Distribution 

Expansion of distribution chan¬ 
nels is another key strategy for 
the Merchandise Group. In 1988, 
the Group opened 13 new multi- 
line stores and relocated 18 oth¬ 
ers. Over the next five years, 

313 stores are planned, includ¬ 
ing 226 new locations and 87 
relocations, bringing the num¬ 


ber of stores to 1,050 from the 
1988 year-end total of 824 
multi-line stores. 

Part of this expansion will 
improve market penetration by 
positioning stores in currently 
under-served suburban and ur¬ 
ban areas. Called “Sears Ltd.”, 
these stores will respond to cus 
tomer expectations with com¬ 
plete power formats, selected 
for local market demographics. 

Specialty Merchandising 

Distribution channels also ex¬ 
panded in 1988 through the busi 


nesses managed by the Group’s 
Specialty Merchandising unit. 
The three retailers acquired 
through this unit since 1987 ex¬ 
panded their outlets last year: 
Western Auto Supply Co.; Eye 
Care Centers of America, Inc., 
and Pinstripes Petites. 

In addition, Specialty Mer¬ 
chandising greatly increased 
Sears Business Systems Cen¬ 
ters’ marketing thrust to medi¬ 
um-size and small businesses 
while also serving the consumer 
market. 



















OPERATIONS REVIEW 


/instate 

"Our goal, pure 
and simple, is to 
be known by 
consumers as the 
best insurer in 
America. ” 

Richard J. Haayen 



Allstate Insurance Group posted 
record revenues and achieved 
its best net income ever in 1988. 
Key factors in this excellent per¬ 
formance were the continued re¬ 
finement of aggressive market 
share programs and an empha¬ 
sis on providing products and 
services that fit customers' 
needs. 

In addition to its strong 
1988 performance, Allstate 
refocused its life and business in¬ 
surance operations to enhance 
the company's competitive posi¬ 
tion in the rapidly changing in¬ 
surance arena. The sale of its 
group life and health operations 
and the planned refocus in the 
commercial national accounts 
market will allow Allstate to re¬ 
direct its resources and concen¬ 
trate on consumer financial serv¬ 
ices. These changes are consis¬ 
tent with Allstate’s strategic fo¬ 
cus on the American household 
and with its goal of building ex¬ 
traordinary customer relation¬ 
ships through products, sales 
and service initiatives. 

Allstate Personal Property and 
Casualty 

The number of Allstate neigh¬ 
borhood office agents and sales 
locations grew substantially in 
1988, and today make up one of 
the company’s primary distribu¬ 
tion channels. 

The Allstate Advantage 
program, which provides three 
pricing tiers of automobile insur¬ 
ance, features a discount 
that makes it possible for many 
customers with Allstate home- 
owners insurance to save on 
their auto coverage. Auto and 
homeowners productivity has in¬ 
creased appreciably in those 
areas where the Advantage is 
currently offered. Introduced in 
1987, the program is now avail¬ 
able in 29 states with further ex¬ 


pansion expected in 1989. 

The Allstate Indemnity 
Company, which serves the auto¬ 
mobile insurance specialty mar¬ 
ket, also expanded its market 
reach in 1988 to five additional 
states. Allstate Indemnity is 
now sold in 15 states with fur¬ 
ther expansion planned for 
1989. 

The excellent results in cus¬ 
tomer claim satisfaction levels 
in both its auto and homeown¬ 
ers lines in 1988 are further evi¬ 
dence of Allstate’s focus on the 
consumer. This increased level 
of service has also had a posi¬ 
tive effect on Allstate’s ability 
to capture a larger share of the 
automobile and homeowners 
marketplace, with personal lines 
policies increasing 32% in the 
past four years. 

Public Issues 

Today's public policy issues are 
indicative of the ever-changing 
marketplace. For example, the 
passage of Proposition 103 in 
California, brought into even 
sharper focus the automobile in¬ 
surance affordability and availa¬ 
bility issue. Allstate will contin¬ 
ue to work within the industry, 
on the legislative and regulato¬ 
ry front, and with consumers 
and policyholders to find mean¬ 
ingful solutions for this issue 
through innovative product de¬ 
sign and continued outstanding 
service. 

Business Insurance 

With an emphasis on the small 
to midsize commercial market 
and the downsizing of its nation¬ 
al accounts business, 1988 was 
a year in which Allstate’s busi¬ 
ness insurance unit refocused 
its strategic direction. 

The unit implemented a 
strategy of maintaining a 
strong emphasis on underwrit¬ 
ing quality. At the same time, 


providing responsive pricing ac¬ 
tions to level out the sharp 
swings of business insurance cy¬ 
cles was critical. This strategy 
enabled the unit to gain market 
share and grow in earned premi¬ 
um over 1987, while industry 
growth was level. 

A key element of the busi¬ 
ness insurance unit’s growth 
was its midsize market distribu¬ 
tion system, which includes 
more than 1,200 independent 
agencies. While making up just 
2% of the country’s indepen¬ 
dents, these agencies represent 
nearly 35% of the nation’s com¬ 
mercial business. To better meet 
the needs of the Northbrook 
agency market, the Star-Pak 
package policy was introduced 
in 1988. Designed for the lower 
end of the midsize market, Star- 
Pak helps provide a guaranteed 
level of service unique to the in¬ 
dustry. 

Allstate agent business, 
with its small to midsize market 
focus on the automobile and 
Customizer products, also pro¬ 
vided good returns in 1988, 
growing to a record number of 
policies in force. 

This combination of prod¬ 
ucts and programs helped the 
unit achieve, for the first time, 
a position among the top 20 
business insurance writers in 
America. 

Allstate Life 

Until recently, the Allstate Life 
Insurance Company was primari¬ 
ly in the basic protection busi¬ 
ness. Today, however, Allstate 
Life provides coverages in two 
distinct businesses: basic protec¬ 
tion, where it ranks ninth in in¬ 
dividual life insurance issued; 
and asset management, where it 
ranks twelfth in terms of annui¬ 
ty premiums or deposits. 

For 1988, Allstate Life’s 











results include the sale, through 
Dean Witter, Lincoln Benefit 
Life, Surety Life and Allstate 
agent distribution teams, of an¬ 
nuities of over $1.3 billion. Also 
contributing to the record vol¬ 
ume were pension sales of $850 
million; Allstate agent life sales 
of more than $350 million; and 
structured settlement sales of 


more than $300 million. 

In 1988, Allstate Life intro¬ 
duced a new Universal Life Pre¬ 
miere policy for distribution 
through the Allstate agent. The 
concept of the Life Specialist 
was also tested in 1988. As ex¬ 
perts in life insurance and annu¬ 
ities, Life Specialists will work 
in partnership with Allstate 


agents to increase life penetra¬ 
tion in Allstate's book of busi¬ 
ness. 

While each of Allstate’s 
units provided strong results in 
1988, the refocusing of the 
Group’s businesses on the con¬ 
sumer should improve its ability 
to create superior value for cus¬ 
tomers and shareholders. 
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Financial Highlights 

In 1988, Allstate recorded 
$14.92 billion in revenues, 
a 14.3% increase over re¬ 
stated 1987. Revenue re- 
suits were buoyed by excel¬ 
lent production from all 
three business units — Per¬ 
sonal Property and Casual¬ 
ty, Business Insurance and 
the Allstate Life Insurance 
Company. Allstate’s net in¬ 
come of $952 .7 million sur¬ 
passed the previous 1987 
record of $946.0 million, 
and was the result of 
Allstate’s outstanding per¬ 
formance, combined with a 
change in accounting for 
income taxes. 

in millions 1988 1987 

Revenues $14,923.7 $13,055.2 

Assets 29,707.7 24,519.9 

Investments 24,759.4 20,125.8 

Net Income 952.7 946.0 
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OPERATIONS REVIEW 


'« DEAN WITTER 


‘ ‘Our bottom-line 


objective is to 


become the 


market leader 


among client- 


focused securities 


firms. 


99 


Philip J. Purcell 



Dean Witter Financial Services 
Group had a solid 1988, which 
moved it closer to becoming the 
nation’s leading client-focused 
securities firm while advancing 
its position in the credit card 
industry. 

The firm realized a number 
of accomplishments during 
1988, despite a difficult market 
environment. These included: 

• Achieving profitability for Dis¬ 
cover Card by improving the 
card’s performance more than 
$143 million after tax, from a 
loss in 1987. 

• Increasing Dean Witter’s client 
base by 23% in Discover Card 
and 8% in the branch network. 

• Increasing InterCapital’s as¬ 
sets under management 9%. 

• Increasing product origination 
and availability in funds, 
municipals and corporate fi¬ 
nance. 

To build on its progress 
and address the financial ser¬ 
vices business in the next de¬ 
cade, the Group began 1989 by 
changing its structure to maxi¬ 
mize profits and further en¬ 
hance Dean Witter services to 
institutional and individual cli¬ 
ents. The result is an organiza¬ 
tion with three major client- 
focused business units. 

Dean Witter Financial in¬ 
cludes the branch office system 
and the marketing, sales and 
trading of all equities, futures 
and options, and taxable fixed in¬ 
come products. Dean Witter 
Capital, the second business 
unit, consists of investment 
banking, municipal securities, 
InterCapital asset management, 
Dean Witter Realty and 
transactional finance. Discover 
Card Services, the third unit, 


offers traditional bank credit 
card and related services. It 
was formerly part of the Con¬ 
sumer Banking Division and 
now operates as a separate 
entity. 

Securities-Related Business 
Dean Witter continued to oper¬ 
ate one of the industry’s most 
cost efficient branch networks. 

It combined its low cost struc¬ 
ture with the distribution power 
of its 7,500-plus account execu¬ 
tives and innovative product de¬ 
velopment to produce respecta¬ 
ble returns in a year of reduced 
market volume. 

In addition to individual eq¬ 
uity and fixed income products, 
Dean Witter account executives 
responded to client demands for 
conservative, income-producing 
investments by providing insur¬ 
ance and annuity products, mu¬ 
tual funds and certificates of de¬ 
posit. 

Total insurance and annui¬ 
ty premiums increased 23% over 
1987 to $1.05 billion. Sales of 
Allstate insurance products rep¬ 
resented 92% of Dean Witter in¬ 
surance sales in 1988, up from 
85% in the previous year. A high¬ 
ly popular product was the 
Dean Witter Single Premium De¬ 
ferred Annuity. Dean Witter cur¬ 
rently ranks third among Wall 
Street firms in insurance/annui¬ 
ty sales. In 1988, Dean Writer's 
sales force also distributed near¬ 
ly $500 million of Allstate 
closed-end municipal funds. 

To reduce its exposure in 
high-risk businesses, the firm re¬ 
aligned its fixed income trading 
activities and consolidated its 
fixed income group into Dean 
Witter Financial. The latter 
move was initiated to serve cli¬ 
ents more efficiently through 
Dean Witter’s sales force. As 
individual customers opted for 


long-term income securities in 
the wake of the October 1987 
market decline, taxable fixed in¬ 
come sales to individuals and 
smaller institutions more than 
doubled, as did certificate of de¬ 
posit sales which reached $4.5 
billion. 

In municipal securities, 
Dean Witter’s ongoing 
expansion continued with the 
hiring of additional key 
professionals and the opening 
of two new offices, one each in 
California and Florida. 

Discover Card Gains 
Significant growth in consumer 
and merchant acceptance of 
Discover Card contributed to its 
first year of profits. The number 
of merchant locations accepting 
the card grew 26% to 912,000 in 
1988. With over 27 million cards 
issued since its inception, 
Discover Card receivables now 
exceed $6 billion. 

Through an agreement 
with Bank of America, Discover 
Card members can obtain cash 
advances at 1,500 of the bank’s 
automated teller machines 
(ATMs) in California. The 
number of ATM locations 
available nationally for Discover 
Card members was over 16,000 
at year end. 

Discover Card’s 1988 
advertising theme—“It Pays to 
Discover”—emphasized the 
card’s cashback feature and was 
very effective in encouraging 
consumer usage. The campaign 
will continue in 1989. 

Mortgage, Savings Bank Shifts 
Effective Jan. 1, 1989, the activi¬ 
ties of Sears Mortgage Corp., 
Sears Mortgage Securities 
Corp., and Sears Savings Bank 
were shifted from Dean Witter 
to the Coldwell Banker Real 













Financial Highlights 

Dean Witter revenues rose 
9.1% to $3.76 billion over re¬ 
stated 1987 revenues, pri¬ 
marily as the result of in¬ 
creased interest and fee rev¬ 
enues for Discover Card , 
partially offset by lower 
commission and interest in¬ 
come from securities-relat- 
ed activities. Income for the 
Group of $85.5 million for 
1988 was a $126.3 million 
improvement over restated 
1987 income and is attribut¬ 
able to Discover Card 
achieving profitability for 


the first time in 1988. 


in millions 

1988 

1987 

Revenues 

$3,757.9 

$3,445.9 

Assets 

17,757.0 

20,010.9 

Managed 

Assets 

37,281.9 

34,283.2 

Net Income 

85.5 

(40.8) 




Estate Group, where they joined 
Coldwell Banker Mortgage to 
form a single, unified mortgage 
division. 

Demographic Opportunities 

In 1989 and beyond, the firm’s 
heightened client focus and 
growing sales force will be 


particularly advantageous in 
serving the maturing “baby 
boom” generation. Persons be¬ 
tween the ages of 45 and 54 
will increase from 23 million to¬ 
day to 37 million in the year 
2000. Statistically, after age 45, 
net worth increases marked¬ 


ly and continues to rise as 
heads of households grow 
older. Dean Witter is well po 
sitioned to meet the financial 
and investment needs of this 
important sector. 















OPERATIONS REVIEW 



* 


“We are 
committed to 
service excellence 
and to steadily 
increasing profits 
for Sears and its 
shareholders. ” 

Arthur J. Hill 




Coldwell Banker Real Estate 
Group, the premier real estate 
organization in. the United 
States, repositioned itself in 
1988 for increased growth and 
profitability. The announced di¬ 
vestiture of its commercial divi¬ 
sion and the addition of Sears 
Mortgage Group reaffirms the 
Coldwell Banker commitment to 
the consumer. Integrating con¬ 
sumer mortgage services with 
the residential real estate com¬ 
pany enables Coldwell Banker 
to provide an expanded array of 
financing products associated 
with buying and selling homes. 

Coldwell Banker continues 
to provide the highest quality 
real estate services, products 
and financing through its three 
business units: 

• Coldwell Banker Residential 
Group, the nation’s largest 
company-owned residential 
real estate operation with an 
expanding affiliate network. 

• Sears Mortgage Group, which 
markets high quality residen¬ 
tial mortgage products, man¬ 
ages a loan portfolio of mort¬ 
gage investments, and pro¬ 
vides mortgage loan servicing. 

• Homart Development Co., one 
of the nation’s most profitable 
developers and managers of re¬ 
gional shopping malls and pre¬ 
mium quality mid- and high- 
rise office buildings. 

Increase in Market Share 
Coldwell Banker Residential 
Group specializes in the broker¬ 
age of residential property and 
is the only national residential 
real estate company with dual¬ 
distribution channels, incorpo¬ 
rating both franchised and com¬ 
pany-owned offices. 

Through carefully planned 
acquisitions and expansion dur¬ 
ing 1988, Coldwell Banker con¬ 
tinued to add company-owned 


and affiliate offices with the to¬ 
tal exceeding 2,000 by year end. 
This growth, combined with im¬ 
proved sales associate produc¬ 
tivity, boosted the Coldwell 
Banker market share to more 
than 10% of the national residen¬ 
tial resale market, up from a 
base of 1.3% in 1981. 

Housing-Related Services 
In addition to bringing home 
buyers and sellers together, the 
Residential Group offered its 
customers even greater value in 
1988 by making available superi¬ 
or quality housing-related goods 
and services including mort¬ 
gages, relocation and title es¬ 
crow services, home warranties 
and homeowners insurance from 
the Sears family of companies. 

Building on its affiliation 
with Sears, Coldwell Banker ex¬ 
panded its customer services by 
testing a program offering 
home buyers the opportunity to 
obtain insurance through 
Allstate. The initial results have 
been very promising with 
Allstate nearly doubling its 
sales rate among Residential 
Group customers in the first few 
months of the program. 

The value of the Sears- 
Coldwell Banker relationship 
was reaffirmed in Atlanta and 
Phoenix where Coldwell Banker 
is testing its Best Buyer Home 
Protection Plan™, serviced by 
Sears. A controlled roll-out of 
this comprehensive home war¬ 
ranty program is anticipated in 
1989. 

Mortgage Services Expanded 
Sears Mortgage Corporation in¬ 
troduced a new program called 
ApprovalFirst, an innovative 
process which approves buyers’ 
monthly payments in two hours 
or less, even before they shop 
for a home. The Sears Mort¬ 
gage “SNAP” program can then 
complete the process in 14 days 


or less after a purchase con¬ 
tract is executed and appropri¬ 
ate documentation is submitted. 

Guaranteed Service Excellence 
During 1988, Coldwell Banker 
Residential Group introduced 
several new products and servic¬ 
es to enhance its Best Buyer 
and Best Seller systems that 
guide customers through each 
step of the home buying or sell¬ 
ing process. 

_ # 

The systems also provide 
helpful information and bonus 
coupons offering savings on 
Sears products and services. 

These unique Coldwell 
Banker marketing services are 
all part of its Expect the Best™ 
philosophy of providing service 
excellence to its customers. 

Retail and Office Development 
Despite fewer opportunities and 
intense competition in the shop¬ 
ping center development indus¬ 
try, Homart Development Co. 
experienced significant growth 
in 1988. Six major development 
projects were completed during 
the year, including four million 
square feet of retail space. 
Homart continued to work with 
the Sears Merchandise Group to 
capture the value created in 
Sears-anchored shopping cen¬ 
ters. 

Regional shopping malls 
opened in 1988 were The 
Parks at Arlington, Arlington, 
Texas; Rolling Oaks Mall, San 
Antonio, Texas; The Galleria at 
Tysons II, McLean, Va.; and 
Lakeland Mall, Lakeland, Fla. 
Major renovation and expansion 
programs were completed at 
Chula Vista Center, near San 
Diego, Calif., and at Greenbrier 
Mall, Chesapeake, Va. 

In addition to its new cen- 
ter openings, Homart began 















construction on three new re¬ 
gional malls and acquired an ex¬ 
isting regional mall for expan¬ 
sion, increasing its pipeline of 
new projects to more than 25 re¬ 
gional shopping centers in vari¬ 
ous stages of development. 
Homart also acquired the Prince 
Kuhio Plaza in Hilo, Hawaii, 


which it plans to renovate and 
expand. 

Although the office build¬ 
ing development market contin¬ 
ues to be challenging, Homart 
leased more than 900,000 square 
feet of space in its existing prop¬ 
erties. The company currently 
has three office buildings under 


construction. 

Service excellence also con¬ 
tinues to play an important role 
at Homart. During 1988, the 
company began testing a 
Customer Service Program de¬ 
signed to offer shopping mall 
patrons superior service. 




Financial Hifhlifhts 


Revenues for 1988 of $1.44 
billion were 3.2% higher 
than 1987 restated revenues 
and were largely the result 
of increased residential bro¬ 
kerage business. Income for 
the year of $90.1 million, in¬ 
cluding the transferred 
mortgage activities from 
Dean Witter, represented a 
30% decline from 1987 re¬ 
stated income. Included 
in 1987 income is a $33.4 
million gain from the sale 
of Sears Sa vings Bank 
branches. 


in millions 

1988 

1987 

Revenues 

$1,441.3 

$1,398.9 

Assets 

6.779.9 

6,551.3 

Investments 

5,601.1 

5.535.2 

Net Income 

90.1 

129.2 


























CORPORATE RESPONSIBILITY 


The strength of 
our business is 
directly related to 
the strength of 
the communities 
we serve . 


The commitment of Sears, 
Roebuck and Co. to consumers 
extends far beyond traditional 
business relationships. Through 
both its business practices and 
philanthropic efforts, the com¬ 
pany reaches into communities 
to help build the economic, edu¬ 
cational and social foundations 
that promote the well-being of 
consumers and contribute to the 
growth of the company. 

Business Practices 
Sears Merchandise Group’s 
“Buy American, Buy Sears” 
campaign illustrates its de¬ 
cades-old policy of buying the 
products it sells from domestic 
suppliers. In 1988, nine out of 
10 dollars in merchandise was 
purchased from domestic suppli¬ 
ers. 

In addition, encouraging 
economic growth is a company 
priority. All four Sears business 
groups aggressively recruit and 
develop minority and women- 
owned suppliers. The company 
also acts as a source of invest¬ 
ment capital for the growth of 
business enterprises owned by 
minorities and women. 

Sears also continues to 
maintain deposits in a consor¬ 
tium of 60 of the 89 recognized 
minority- or women-owned 
banks nationwide. 

Corporate Philanthropy 

In 1988, more than $25 million 
was contributed to education, 
human services, the arts, and 
community affairs by The Sears- 
Roebuck Foundation and Sears 
business groups. Allstate also 
donated a building and land val¬ 
ued at $8 million to St. Peters¬ 
burg (Fla.) Junior College. 

Education continues to be 
the focus of The Sears-Roebuck 
Foundation. During 1988, it con¬ 
tributed $1.4 million to 735 pri¬ 
vate U.S. colleges and universi¬ 
ties, including 42 member 
schools of the United Negro Col¬ 
lege Fund. 


The Foundation also con¬ 
tinued support for its Officer 
Friendly program and PBS’s 
Mister Rogers’ Neighborhood; 
provided scholarships to the 
Interlochen National Summer 
Music Camp; sponsored pro¬ 
grams to help older adults and 
people with disabilities, and 
funded job training programs. 

Last year, the corporation, 
including the business groups, 


gave $7.5 million to United Way 
organizations nationwide. 
Employees provided another 
$14.5 million in pledges to local 
United Ways. Sears Chairman, 
President and CEO, Edward A. 
Brennan serves as Chairman of 
the United Way of America’s 
Board of Governors. 

The following are exam¬ 
ples of the variety of programs 
supported by Sears business 
groups. 

In addition to support of 
the United Way, Sears Merchan¬ 
dise Group provided nearly $3.6 
million to local organizations in 
hundreds of communities nation¬ 
wide. 

Sears also co-sponsored 
the “Hispanic American Family 
of the Year” awards program. 
Since 1985, the program has 
honored 92 families and award¬ 
ed more than $52,000 in scholar¬ 
ships. Two of the Hispanic fami¬ 
lies have been honored at the 


White House as “Great Ameri¬ 
can Families.” 

To encourage young art¬ 
ists, Sears awarded a $25,000 
college fund and other prizes to 
winners of its “Design the 1988 
Wishbook Cover’’ competition 
for preschool and elementary 
students. 

Allstate’s commitment to 
the community begins on a per¬ 
sonal level. Nearly 75% of its em¬ 


ployees have participated in 
community service projects 
through “Helping Hands,” an 
employee volunteer program. 

Its projects have ranged from 
teaching English as a second 
language to improving 
neighborhoods. 

The Allstate Foundation 
continued to have a positive im¬ 
pact on communities through its 
matching grants for higher edu¬ 
cation and financial support for 
scholarship programs, education 
associations, health-care institu¬ 
tions and neighborhood groups, 
particularly Neighborhood Hous¬ 
ing Services. 

Allstate also acts as a pro¬ 
moter, sponsor and participant 
in fitness activities like the 
Healthy American Games, which 
promote good health and raise 
funds for the U.S. Olympic Com¬ 
mittee. Since 1982, Allstate has 
helped raise more than 


Employment at Sears Merchandise Group 

Percentages of Female and Minority Employees in Each EEOC Job Category 
(Categories as defined by Equal Employment Opportunity Commission) 


Female % 

Black * 

Hispanic 

% 

American 
Asian/ Indian/ 
Pacific Alaskan 
Islander % Native % 

Employees 
in each job 
category (in 
thousands) 

Job Categories 

'87 

*88 

’87 

’88 

’87 

’88 

’87 

’88 

’87 

'88 

’87 

’88 

Officials and Managers 

38.7 

39.6 

7.5 

7.8 

3.9 

4.2 

.7 

.6 

.4 

.4 

25.9 

26.0 

Professionals 

55.2 

61.8 

12.9 

13.8 

4.7 

4.4 

4.0 

5.0 

.3 

.6 

2.1 

2.1 

Technicians 

53.5 

54.9 

16.1 

15.7 

6.6 

6.8 

2.2 

2.1 

.6 

.6 

3.6 

4.3 

Salesworkers 

63.5 

63.3 

17.5 

17.1 

6.4 

6.7 

1.6 

1.6 

.4 

.5 

135.5 

134.8 

Office and Clerical 

84.2 

86.3 

19.1 

18.0 

6.8 

7.0 

1.9 

1.8 

.4 

.4 

84.2 

79.9 

Craftworkers 

6.2 

5.1 

11.5 

11.3 

7.8 

8.0 

1.8 

1.8 

.5 

.5 

25.3 

26.1 

Operatives 

8.2 

13.4 

22.1 

21.2 

10.6 

10.8 

1.3 

1.8 

.6 

.5 

8.0 

7.6 

laborers 

32.0 

31.8 

29.3 

26.3 

8.8 

9.7 

1.2 

1.2 

.5 

.5 

54.9 

52.5 

Service Workers 

31.8 

26.9 

23.4 

21.6 

9.2 

8.2 

1.4 

1.2 

.6 

.6 

5.5 

10.0 

Total All Categories 

55.5 

55.3 

18.8 

17.7 

6.9 

7.2 

1.6 

1.6 

.4 

.5 

345.0 

343.3 

" - 1 





































$670,000, making the Games the 
largest, one-day volunteer fund¬ 
raiser for the Committee. 

Coldwell Banker people ad¬ 
dressed the needs of communi¬ 
ties in 1988 through programs 
such as food drives, Special 
Olympics and projects for the 
homeless. 


Last year, Homart enabled 
local charities to raise over $1 
million through its “Spirit of 
Giving” program. Funds were 
raised through the sale of holi¬ 
day shopping bags and gift 
wrap donated by 24 Homart re¬ 
gional malls. Each center also 
sponsored a “Giving Tree” 


which matched the wish lists of 
needy children with generous 
shoppers. 

The Coldwell Banker Resi¬ 
dential Group was named by the 
United States Marine Corps as 
a national co-sponsor of its an¬ 
nual Toys for Tots campaign. 

In 1988, Dean Witter partic¬ 
ipated in numerous community- 
related activities ranging from 
a matching grant program to mi¬ 
nority career counseling. 

Through these and other di¬ 
verse business and philanthrop¬ 
ic activities across the country, 
Sears, Roebuck and Co. will con¬ 
tinue to fulfill its commitment to 
corporate responsibility. 


Sears Merchandise Group Purchases 


1988 

GOODS & SERVICES 
1987+ 

1986+ 

Minority-owned businesses* 

S 97,923,496 

$ 85,676,429 

S 88,630,002 

Women-owned businesses*" 

155.899.803 

163.712.070 

148.676,790 

TOTAL 

$253,823,299 

$249,388,499 

$237,306,792 


*Irdudes men and women/**Non minority women only. 
tRestated to include services not previously reported. 
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SEARS , ROEBUCK AND CO. _ 

TEN-YEAR SUMMARY OF CONSOLIDATED FINANCIAL DATA 


$ millions, except per common share data 


Operating results 

1988 

1987 

1986 

Revenues 

$ 50,251 

$ 45,904 

$ 42,303 

Costs and expenses 

45,617 

41,222 

38,139 

Nonrecurring expenses 

751 

105 

— 

Interest 

2,937 

2,721 

2,653 

Operating income 

946 

1,856 

1,511 

Other income 

Income from continuing operations before income taxes, minority 

157 

239 

282 

interest and equity in net income of unconsolidated companies 

Income taxes 

1,103 

2,095 

1,793 

Current operations 

54 

521 

444 

Fresh start and deferred tax benefits 

— 

(172) 

— 

Income from continuing operations 

1,032 

1,726 

1,336 

Income (loss) from discontinued operations 

(122) 

(93) 

3 

Cumulative effect of change in accounting for income taxes 

544 

— 

— 

Net income 

1,454 

1,633 

1,339 

Percent return on average equity 

10.5 

12.3 

10.8 


Financial pmition 


Investments 

$ 29,136 

$ 25,120 

$ 

22,183 

Receivables 

28,685 

26,026 


21,417 

Property and equipment, net 

5,179 

4,790 


4,593 

Merchandise inventories 

3,716 

4,115 


4,013 

Total assets 

77,952 

75,014 


66,009 

Insurance reserves 

17,329 

13,169 


10,014 

Short-term borrowings 

8,978 

7,055 


4,306 

Long-term debt 

9,736 

9,562 


10,067 

Total debt 

18,714 

16,617 


14,373 

Percent of debt to equity 

133 

123 


110 

Shareholders' equity 

14,055 

13,541 


13,017 

Shareholders’ common 
stock investment 

Book value per share (year end) 

$ 37.75 

$ 35.77 

$ 

33.90 

Shareholders (Profit Sharing Fund counted as single shareholder) 

351,999 

328,446 


319,686 

Average shares outstanding (millions) 

Net income per share: 

379 

378 


369 

Income from continuing operations 

$2.72 

$4.55 


$3.57 

Income (loss) from discontinued operations 

(.32) 

(.25) 


.01 

Cumulative effect of change in accounting for income taxes 

1.44 

— 


— 

Net income 

3.84 

4.30 


3.58 

Dividends per share 

$2.00 

$2.00 


$1.76 

Dividend payout percent 

52.1 

46.5 


49.2 

Market price (high-low) 

46-32*4 

59 >/2-293/4 

503/8-35% 

Closing market price at year end 

40% 

33*/ 2 


3934 

Price/eamings ratio (high-low) 

12-8 

14-7 


14-10 

Operating results and financial position for 1987 and prior years have been restated for the adoption of new insurance 

accounting rules. See note 

1 to the 


consolidated financial statements. 

Operating results for 1987 and prior years have been restated to reflect the group life-health business of Allstate Insurance Group and the commercial division of 
Coldwell Banker Real Estate Group as discontinued operations. See note 2 to the consolidated financial statements. 

Operating results and financial position for 1988 include the cumulative effect on prior years of the adoption of new income tax accounting rules. See note 1 to the 
consolidated financial statements. 




















1985 

1984 

1983 

1982 

1981 

1980 

1979 

$ 39,349 

$ 37,898 

$ 35,257 

$ 29,559 

$ 27,243 

$ 25,082 

$ 24,301 

35,384 

33,766 

31,751 

26,866 

25,182 

23,170 

22,323 

— 

— 

— 

— 

— 

86 

— 

2,629 

2,528 

1,703 

1,628 

1,520 

1,133 

918 

1,336 

1,604 

1,803 

1,065 

541 

693 

1,060 

277 

246 

66 

28 

101 

( 11 ) 

43 

1,613 

1,850 

1,869 

1,093 

642 

682 

1,103 

306 

498 

565 

238 

10 

98 

317 

— 

( 60 ) 

— 

— 

— 

- — 

— 

1,280 

1,422 

1,326 

866 

646 

604 

820 

14 

30 

11 

( 5 ) 

4 

6 

10 

1,294 

1,452 

1,337 

861 

650 

610 

830 

11.4 

14.0 

14.4 

10.1 

8.2 

8.1 

11.4 


19,249 

$ 17,203 

$ 15,434 

$ 13,497 

$ 12,229 

$ 11,336 

$ 9,985 

18,942 

17,565 

15,511 

11,532 

10,827 

8,956 

8,967 

4,541 

4,361 

3,938 

3,396 

3,312 

3,153 

3,061 

4,115 

4,530 

3,621 

3,146 

3,103 

2,715 

2,680 

66,426 

57,073 

46,177 

36,541 

34,406 

28,218 

26,904 

8,090 

6,919 

6,262 

5,667 

5,161 

4,407 

4,075 

3,996 

3,887 

4,596 

2,820 

3,233 

4,436 

4,293 

9,907 

9,531 

7,405 

5,816 

5,324 

2,965 

2,966 

13,903 

13,418 

12,001 

8,636 

8,557 

7,401 

7,259 

118 

123 

123 

98 

103 

97 

97 

11,776 

10,903 

9,782 

8,812 

8,269 

7,665 

7,446 


$ 31.66 

$ 29.46 

$ 27.59 

$ 25.08 

$ 23.77 

$ 24.32 

$ 23.44 

326,201 

340,831 

339,644 

350,292 

354,050 

349,725 

339,459 

363 

358 

353 

350 

316 

316 

320 

$ 3,47 

$ 3.92 

$ 3.76 

$ 2.47 

$ 2.05 

$ 1.91 

$ 2.57 

.04 

.08 

.03 

(. 01 ) 

.01 

.02 

.03 

3.51 

4.00 

3.79 

2.46 

2.06 

1.93 

2.60 

$ 1.76 

$ 1.76 

$ 1.52 

$ 1.36 

$ 1.36 

$ 1.36 

$ 1.28 

50.1 

44.0 

40.1 

55.3 

66.0 

70.5 

49.2 

41 '/ h - 30 7 /8 

40 3 / h - 29'/2 

4 5 Vs —27 

32 - 15 % 

20 %- 14 7 /a 

191 / 2 - 141/2 

21 %- 17 % 

39 

31 % 

37 >/« 

301 /s 

161/8 

15 % 

18 

12-9 

10-7 

12-7 

13-6 

10-7 

10-8 

8-7 


Operating results and financial position for 1986 and thereafter may not be comparable to prior years due to adoption of new pension accounting rules. 

Operating results and financial position for 1982 and prior years include Sears Canada Inc. on the equity method of accounting. Due to the purchase of a majority 
interest during 1983, the financial statements subsequent to Dec. 31, 1982 present Sears Canada Inc. on a consolidated basis. 

Financial position at Dec. 31, 1981 and operating results for 1982 and thereafter include Dean Witter Financial Services Inc. and Coldwell, Banker & Company, 
which were acquired on Dec. 31, 1981. 





















SEARS, ROEBUCK AND CO. 

FIVE-YEAR SUMMARY OF BUSINESS GROUP AND SEGMENT FINANCIAL DATA 


Sears, Roebuck and Co. is comprised of four principal busi¬ 
ness groups. Management believes that, while the consolidated 
financial statements reflect the total financial resources and op¬ 
erating results of the company, analysis of the operations of 
the various industry components within the company is facili¬ 
tated by separate group statements. Therefore, beginning on 
page 40 are summarized financial statements, including notes 
unique to the operations of each group, and analyses of opera¬ 
tions and financial condition. 

millions 


The following five-year summary of pertinent business 
group data, derived from the accompanying statements, in¬ 
cludes a further refinement by industry segments. Corporate 
and Other assets are principally intercompany receivables, 
Sears Tower, investments and subsidiaries not included in the 
business groups. Corporate and Other operations include reve¬ 
nues and expenses of such subsidiaries, and items of an overall 
holding company nature including that portion of administra¬ 
tive costs and interest which is not allocated to the groups. 


Revenues 

1988 

1987 

1986 

1985 

1984 

Sears Merchandise Group 






Merchandising 

$24,252 

$22,894 

$22,092 

$21,549 

$21,671 

Credit 

2,260 

2,011 

2,068 

2,098 

1,894 

International 

3,744 

3,180 

2,914 

2,905 

2,943 

Sears Merchandise Group total 

30,256 

28,085 

27,074 

26,552 

26,508 

Allstate Insurance Group 






Property-liability insurance 

13,197 

11,730 

9,827 

8,368 

7,640 

Life-health insurance 

1,656 

1,261 

896 

701 

532 

Non-insurance 

71 

64 

56 

46 

34 

Allstate Insurance Group total 

14,924 

13,055 

10,779 

9,115 

8,206 

Dean Witter Financial Services Group 






Securities-related 

2,481 

2,747 

2,563 

2,031 

1,840 

Consumer banking 

1,277 

699 

248 

154 

125 

Dean Witter Financial Services Group total 

3,758 

3,446 

2,811 

2,185 

1,965 

Coldwell Banker Real Estate Group 

1,444 

1,399 

1,344 

1,242 

1,005 

Corporate and Other 

198 

176 

489 

424 

359 

Inter-group transactions 

(329) 

(257) 

(194) 

(169) 

(145) 

Total 

$50,251 

$45,904 

$42,303 

$39,349 

$37,898 

Income from continuing operations before income taxes, 






minority interest and equity in net income of unconsolidated companies 





Sears Merchandise Group 






Merchandising 

$(312) 

$ 807 

$ 885 

$ 738 

$1,196 

Credit 

517 

463 

502 

582 

483 

International 

128 

132 

98 

94 

16 

Sears Merchandise Group total 

333 

1,402 

1,485 

1,414 

1,695 

Allstate Insurance Group 






Property-liability insurance 

671 

702 

441 

261 

363 

Life-health insurance 

192 

191 

166 

150 

112 

Non-insurance 

3 

(1) 

3 

(1) 

1 

Allstate Insurance Group total 

866 

892 

610 

410 

476 

Dean Witter Financial Services Group 






Securities-related 

105 

148 

154 

(3) 

(92) 

Consumer banking 

45 

(192) 

(174) 

(5) 

23 

Dean Witter Financial Services Group total 

150 

(44) 

(20) 

(8) 

(69) 

Coldwell Banker Real Estate Group 

119 

186 

85 

130 

79 

Corporate and Other 

(365) 

(341) 

(367) 

(333) 

(331) 

Total 

$1,103 

$2,095 

$1,793 

$1,613 

$1,850 

















































millions 


Net income 

1988 

1987 

1986 

1985 

1984 

Sears Merchandise Group 






Merchandising 

$ 194 

$ 488 

$ 458 

S 447 

$ 656 

Credit 

289 

263 

253 

294 

243 

International 

41 

36 

25 

25 

6 

Sears Merchandise Group total 

524 

787 

736 

766 

905 

Allstate Insurance Group 






Property-liability insurance 

979 

928 

631 

490 

505 

Life-health insurance 

(29) 

18 

105 

105 

152 

Non-insurance 

3 

— 

2 

1 

1 

Allstate Insurance Group total 

953 

946 

738 

596 

658 

Dean Witter Financial Services Group 






Securities-related 

63 

76 

80 

— 

(45) 

Consumer banking 

23 

(116) 

(93) 

— 

14 

Dean W itter Financial Services Group total 

86 

(40) 

(13) 

— 

(31) 

Coldwell Banker Real Estate Group 

90 

129 

66 

99 

74 

Corporate and Other 

(199) 

(189) 

(188) 

(167) 

(154) 

Total 

$1,454 

$1,633 

$1,339 

$1,294 

$1,452 


Assets 


Sears Merchandise Group 

Merchandising 

Credit 

International 

$ 8,111 
12,844 
2,752 

$ 8,253 
12,706 

2,257 

$ 8,233 
12,070 
2,068 

$ 8,240 
11,887 
1,917 

$ 8,332 
11,825 
1,881 

Sears Merchandise Group total 

23,707 

23,216 

22,371 

22,044 

22,038 

Allstate Insurance Group 

Property-liability insurance 

19,382 

17,217 

15,442 

13,372 

11,913 

Life-health insurance 

10,250 

7,234 

4,848 

3,529 

2,591 

Non-insurance 

76 

69 

66 

53 

49 

Allstate Insurance Group total 

29,708 

24,520 

20,356 

16,954 

14,553 

Dean Witter Financial Services Group 

Securities-related 

9,015 

13,952 

12,600 

18,720 

12,508 

Consumer banking 

8,742 

6,059 

2,962 

1,184 

1,359 

Dean W r itter Financial Services Group total 

17,757 

20,011 

15,562 

19,904 

13,867 

Coldwell Banker Real Estate Group 

6,780 

6,551 

7,880 

7,552 

6,849 

Corporate and Other 

1,335 

1,907 

2,300 

1,981 

1,627 

Inter-group eliminations and reclassifications 

(1,335) 

(1,191) 

(2,460) 

(2,009) 

(1,861) 

Total 

$77,952 

$75,014 

$66,009 

$66,426 

$57,073 

Operating results and financial position for 1987 and prior years have been restated for the adoption of new insurance accounting rules and the transfer of the 

mortgage operations of Dean Witter Financial Services Group to Coldwell Banker Real Estate Group. See note 1 to the consolidated financial statements. 

Operating results for 1987 and prior years have been restated to reflect the group life-health business of Allstate Insurance Group and the commercial division of 

Coldwell Banker Real Estate Group as discontinued operations. See note 2 to the consolidated financial statements. 

Net income for 1988 includes the cumulative effect on prior years of adoption of new income tax accounting rules. See note 1 to the consolidated financial 


statements. 













































SEARS, ROEBUCK AND CO. 


CONSOLIDATED STATEMENTS OF INCOME 




millions, except per common share data 



Year Ended December 31 


1988 

1987 

1986 

Revenues 

$50,251.0 

$45,904.1 

$42,302.8 

Expenses 




Costs and expenses 

45.616.5 

41,222.5 

38,138.8 

Nonrecurring expenses (note 3) 

751.1 

105.2 

— 

Interest 

2,937.4 

2,720.6 

2,653.3 

Total expenses 

49,305.0 

44,048.3 

40,792.1 

Operating income 

946.0 

1,855.8 

1,510.7 

Other income 

156.8 

239.4 

282.2 

Income from continuing operations before income taxes, minority interest 




and equity in net income of unconsolidated companies 

1,102.8 

2,095.2 

1,792.9 

Income taxes (notes 1, 7) 




Current operations 

53.5 

520.5 

443.8 

Fresh start and deferred tax benefits 


(172.4) 

■ i 

Minority interest and equity in net income of unconsolidated companies 

(17.0) 

(20.9) 

(13.5) 

Income from continuing operations (note 1) 

1,032.3 

1,726.2 

1,335.6 

Discontinued operations (note 2): 




Operating income (loss), less income tax benefit (expense) 




of $34.7, $97.0 and $(8.6) 

(64.2) 

(93.4) 

3.0 

Loss on disposal, less income tax benefit of $30.2 

(58.6) 

— 

— 

Income before cumulative effect of accounting change 

909.5 

1,632.8 

1,338.6 

Cumulative effect of change in accounting for income taxes (note 1) 

544.2 

— 

— 

Net income 

$1,453.7 

$1,632.8 

$1,338.6 

Net income per common share: 




Income from continuing operations 

$2.72 

$4.55 

$3.57 

Discontinued operations 

(.32) 

(.25) 

.01 

Income before cumulative effect of accounting change 

2.40 

4.30 

3.58 

Cumulative effect of change in accounting for income taxes 

1.44 

— 

— 

Net income 

$3.84 

$4.30 

$3.58 

Average common shares outstanding 

378.8 

377.9 

368.8 


See accompanying notes and the summarized Group financial statements. 


ANALYSIS OF CONSOLIDATED OPERATIONS 

The consolidated statements of income present the operat¬ 
ing results of all the businesses of Sears, Roebuck and Co. 

Prior year statements of income have been restated for the 
effects of new insurance accounting and to treat the group life- 
health business of Allstate Insurance Group and the commercial 
division of Coldwell Banker Real Estate Group as discontinued 
operations. The impact of these changes are quantified in the 
accompanying notes. The business groups’ relative contribu¬ 
tions to the consolidated results can be seen in the summary of 
business group and segment financial data on pages 24 and 25. 
Further analysis is enhanced by referring to the four business 
groups’ financial results and discussions on pages 40, 46, 51 
and 56. The following discussion focuses on the effects of those 
business group results on the consolidated operating results. 


Consolidated revenues for 1988 increased $4.3 billion or 
9.5 percent, compared with an increase in 1987 of $3.6 billion 
or 8.5 percent. Each of the business groups posted record reve¬ 
nues in 1988. The largest revenue producer was Sears Merchan¬ 
dise Group at $30.3 billion or 60 percent of 1988 total revenues. 
Merchandise Group revenues increased by $2.2 billion in 1988, 
compared with an increase of slightly over $1 billion in 1987. 
Acquisitions during the year by Sears Specialty Merchandising 
provided approximately $800 million of the 1988 increase. Con¬ 
tinued strong unit sales and high policyholder renewals during 
1988 resulted in a $1.9 billion increase in Allstate Insurance 
Group revenues to $14.9 billion, or 30 percent of consolidated 
revenues. Allstate revenues increased $2.3 billion in 1987 to 
$13.1 billion, or 28 percent of consolidated revenues. 










































Revenues of Dean Witter Financial Services Group and 
Coldwell Banker Real Estate Group increased 9.1 and 3.2 per¬ 
cent, respectively, in 1988 compared with increases of 22.6 and 
4.1 percent, respectively, in 1987. Prior year results of both 
groups have been restated for the transfer to Coldwell Banker 
of the mortgage operations previously included in the Dean 
Witter Group. 

Operating income decreased $909.8 million in 1988 primari¬ 
ly due to low r er results for the Merchandise Group. The Merchan¬ 
dise Group operating income was adversely impacted by $751.1 
million in nonrecurring expenses, primarily related to the antic¬ 
ipated cost of organizational restructuring, headquarters office 
relocation and the implementation of a new marketing plan. In 
addition, an increase in the LIFO provision and lower margins 
reduced Merchandising operating income. Allstate’s operating 
income decreased $26.7 million due to lower realized capital 
gains. Dean Witter reflected improved operating income of 
$194.0 million due primarily to the Discover Card becoming prof¬ 
itable in 1988. Coldwell Banker’s operating loss decreased 
$21.6 million in 1988. 

Operating income increased $345.1 million in 1987 over 
1986 principally due to a $282.2 million increase at Allstate 
resulting from improved property-liability underwriting results 
and increased net investment income. 

Selected items impacting the comparison of operating in¬ 
come between years follow: 


millions 

1988 

1987 

1986 

Nonrecurring expenses 

S751.1 

$ 105.2 

$ - 

Allstate realized capital gains from investments 

184.9 

272.8 

151.3 

LIFO expense 

126.6 

6.2 

165.7 


Interest expense increased $216.8 million in 1988 from 
1987, compared with an increase of $67.3 million in 1987 from 
1986. The 1988 increase was primarily due to the higher level 
of debt required to finance increased credit card receivables in 
the Merchandise Group’s Credit operation and Dean Witters 
Discover Card unit. The increase in 1987 resulted principally 
from funding the $2.4 billion increase in Discover Card 
receivables during the year. 

A summary of borrowings (excluding securities sold under 
agreements to repurchase) and interest rates follows: 


$ billions 

1988 

1987 

1986 

Average variable rate debt 

$ 9.6 

7.2 

6.7 

Average rate 

7.8% 

7.0 

7.1 

Variable rate debt at Dec. 31 

S 9.3 

8.3 

6.1 

Average rate 

9.6% 

7.8 

8.6 

Average capped rate debt 

S 1.2 

0.2 

— 

Average rate 

8.5% 

8.2 

— 

Capped rate debt at Dec. 31 

$ 1.4 

0.6 

— 

Average rate 

8.4% 

8.5 

— 

Average fixed rate debt 

$ 7.9 

7.8 

8.2 

Average rate 

11.4% 

11.8 

11.7 

Fixed rate debt at Dec. 31 

$ 8.0 

7.7 

8.3 

Average rate 

11.2% 

11.3 

11.6 


Other income dropped $82.6 million in 1988, following a 
$42.8 million decrease in 1987. The $94.9 million 1987 gain on 
the sale of Sears Savings Bank branches was the primary 
cause of the 1988 decrease. The decrease in 1987 resulted from 
greater losses on the early extinguishment of debt and the 
absence of a 1986 gain on the sale of customer receivables, 
partially offset by income realized from the sale of the savings 
branches. 

A summary of other income by type follows: 


millions 

1988 

1987 

1986 

Sale of property 

$209.1 

$234.0 

$196.1 

Sale of securities 

13.7 

15.2 

27.2 

Sale of savings branches 

— 

94.9 

22.9 

Early extinguishment of debt 

(15.5) 

(60.3) 

(4.9) 

Equity in joint ventures 

(65.6) 

(45.4) 

(18.4) 

Other gains and losses, net 

15.1 

1.0 

59.3 

Total 

$156.8 

$239.4 

S282.2 


Income taxes on current operations were 4.9 percent of 
pretax earnings in 1988, compared with 24.8 percent in each of 
the two prior years. The comparatively low 1988 provision 
resulted from Allstate’s tax exempt income being a relatively 
high percentage of pretax income because of the significant 
1988 nonrecurring expenses. However, income taxes actually 
paid or payable for 1988 were $733.5 million, or 66.5 percent of 
pretax income in 1988, compared with $874.2 million, or 41.7 
percent of pretax income in 1987 and $365.4 million, or 20.4 
percent of pretax income in 1986. The income tax provision in 
1987 was reduced by $172.4 million of “fresh start” and 
deferred tax benefits related to the Tax Reform Act of 1986. 
The “fresh start” adjustment arose from the initial discounting 
of loss reserves and resulted in a $128.0 million benefit to 
Allstate. An additional $44.4 million benefit was recorded by 
the Merchandise Group due to the payment of a lower amount 
of taxes than provided in prior years upon elimination of the 
installment sales method for tax purposes. 

Income from continuing operations in 1988 dropped 40.2 
percent from 1987, following a 29.2 percent increase in 1987. 
The 1988 decrease reflects a $614.1 million reduction in the Mer¬ 
chandise Group, with lower results by Allstate and Coldwell 
Banker primarily offset by a significant improvement at Dean 
Witter. The improvement in 1987 was primarily attributable to 
an increase of $301.4 million at Allstate and $66.0 million at 
Coldwell Banker. 

The loss from discontinued operations increased in 1988, 
as improved operating results at both discontinued businesses 
were more than offset by the $58.6 million loss recorded for 
the disposal of the group life-health business. The significant 
operating loss incurred in 1987 was due to intense competition 
in the group medical market, which caused rate increases to 
lag the rising cost of providing medical care. 























SEARS, ROEBUCK AND CO. 

ANALYSIS OF CONSOLIDATED OPERATIONS continued 


Adoption of SFAS 96 resulted in a $544.2 million adjust¬ 
ment of previously recorded deferred income taxes effective 
Jan. 1, 1988. However, the new accounting method increased 
1988 net income by only $366.6 million since S180.9 million of 
“fresh start” and deferred tax benefits would have been recog¬ 
nized in 1988 if SFAS 96 had not been adopted. 


Net income 

(millions) Dividends Retained for growth 



$1,632.8 


Net income in 1988 dropped 11.0 percent from 1987, as 
the impact of the 1988 nonrecurring charges, lower levels of 
other income and the absence of the prior year “fresh start” 
and deferred tax benefits were only partially offset by the cu¬ 
mulative effect of the adoption of SFAS 96 and the reduction 
in the effective tax rate. Net income in 1987 increased $294.2 
million from 1986. The principal contributing factors were the 


improvement in Allstate’s combined underwriting ratio, higher 
realized capital gains from property and investment sales and 
the “fresh start” and deferred tax benefits, partially offset by 
the significant operating loss incurred by Allstate’s group life- 
health business. 

Selected items impacting the comparison of net income 
between years follow: 


millions after tax 

1988 

1987 

1986 

Nonrecurring expenses 

$457.9 

$ 59.1 

$ - 

Allstate realized capital gains from investments 

122.0 

180.0 

108.9 

LIFO expense 

73.8 

3.3 

77.9 

Other income 

94.9 

147.7 

159.3 

Fresh start and deferred tax benefits 

— 

194.9 

— 

Loss on disposal of discontinued operation 

58.6 

— 

— 

Cumulative benefit from the adoption of SFAS 96 

544.2 

— 

— 


Reported earnings have been impacted by inflation; how¬ 
ever there is no simple way of separating those effects. Com¬ 
petitive conditions permitting, the company modifies the prices 
charged for its goods and services in order to recognize cost 
changes as incurred or as anticipated. By also attempting to 
control costs and efficiently utilize resources, the company 
strives to minimize the effects of inflation on its operations. 





































CONSOLIDATED STATEMENTS OF FINANCIAL POSITION 



millions 


December 31 


1988 

1987 

Assets 



Investments 



Bonds and redeemable preferred stocks, at amortized cost 



(market $17,583.1 and $14,284.8) 

$17,374.3 

$14,204.1 

Mortgage loans 

7,578.1 

6,355.4 

Common and preferred stocks, at market (cost $1,981.7 and $2,431.0) 

2,222.3 

2,639.6 

Real estate 

1,961.1 

1,921.2 

Total investments 

29,135.8 

25,120.3 

Receivables 



Retail customers 

14,476.8 

14,035.6 

Discover Card 

5,890.8 

3,705.9 

Brokerage 

3,049.0 

3,570.6 

Consumer finance notes 

1,656.8 

1,517.5 

Insurance premium installments 

1,646.4 

1,521.5 

Other 

1,965.5 

1,675.3 

Total receivables 

28,685.3 

26,026.4 

Property and equipment, net 

5,179.0 

4,790.4 

Merchandise inventories 

3,715.5 

4,115.3 

Cash and invested cash (note 8) 

3,458.1 

2,804.7 

Securities purchased under agreements to resell 

3,302.9 

6,400.0 

Trading account securities, at market 

811.4 

2,513.1 

Other assets 

3,663.6 

3,243.6 

Total assets 

77,951.6 

75,013.8 

Liabilities 



Insurance reserves 

17,329.4 

13,168.8 

Long-term debt (note 9) 

9,735.5 

9,561.7 

Short-term borrowings (note 8) 

8,978.1 

7,055.0 

Accounts payable and other liabilities 

7,470.7 

6,474.7 

Deposits and advances 

7,355.9 

7,178.1 

Unearned revenues 

5,231.8 

4,789.9 

Brokerage payables 

3,142.5 

3,120.9 

Securities sold under agreements to repurchase 

3,058.4 

6,817.2 

Securities sold but not yet purchased, at market 

1,051.3 

1,532.2 

Deferred income taxes (notes 1, 7) 

543.1 

1,774.2 

Total liabilities 

63,896.7 

61,472.7 

Commitments and contingent liabilities (notes 6, 10, 11, 12) 



Shareholders' equity (note 12) 



Preferred shares ($1 par value) 

— 

— 

Common shares ($.75 par value, 372.3 and 378.6 shares outstanding) 

287.7 

287.2 

Capital in excess of par value 

2,071.6 

2,040.5 

•I* 

Retained income 

11,904.2 

11,208.4 

Treasury stock (at cost) 

(382.0) 

(79.2) 

Unrealized net capital gains on marketable equity securities 

170.0 

139.4 

Cumulative translation adjustments 

3.4 

(55.2) 

Total shareholders’ equity 

$14,054.9 

$13,541.1 


See accompanying notes and the summarized Group financial statements. 





















SEARS, ROEBUCK AND CO. 


CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY 










Year Ended December 31 


1988 

1987 

1986 

1988 

1987 

1986 


$ millions 



shares in thousands 



Preferred shares—$1.00 par value, 50 million 







shares authorized; 2.5 million shares issued in 
1984 and redeemed in 1987 (note 12) 







Balance, end of year 

$ - 

$ - 

$ 250.0 

— 

— 

2,500.0 

Common shares—$.75 par value, 1 billion shares 
authorized; issued as follows: 

Balance, beginning of year 

$ 287.2 

$ 286.1 

$ 277.4 

382,940.0 

381,452.3 

369,894.6 

Issued during year 

— 

— 

7.5 

— 


10,000.0 

Stock options exercised and other changes 

.5 

1.1 

1.2 

612.8 

1,487.7 

1,557.7 

Balance, end of year 

287.7 

287.2 

286.1 

383,552.8 

382,940.0 

381,452.3 

Capital in excess of par value 

Balance, beginning of year 

2,040.5 

1,982.6 

1,489.7 




Issued during year 

— 

— 

420.3 




Stock options exercised and other changes 

31.1 

57.9 

72.6 




Balance, end of year 

2,071.6 

2,040.5 

1,982.6 




Retained income 

Balance, beginning of year (note 1) 

11,208.4 

10,337.7 

9,664.2 




Net income 

1,453.7 

1,632.8 

1,338.6 




Preferred share dividends 

Common share dividends ($2.00, $2.00 and $1.76 

— 

(6.1) 

(16.8) 




per share) 

(757.9) 

(756.0) 

(648.3) 




Balance, end of year 

11,904.2 

11,208.4 

10,337.7 




Treasury stock (at cost) 

Balance, beginning of year 

Reissued under dividend reinvestment plan and 

(79.2) 

(89.0) 

(106.2) 

(4,322.3) 

(4,853.5) 

(5,790.8) 

other 

18.0 

9.8 

17.2 

979.3 

531.2 

937.3 

Purchased during year 

(320.8) 

— 

— 

(7,887.1) 

— 


Balance, end of year 

(382.0) 

(79.2) 

(89.0) 

(11,230.1) 

(4,322.3) 

(4,853.5) 

Unrealized net capital gains on marketable 
equity securities 

Balance, beginning of year 

139.4 

364.1 

336.1 




Net increase (decrease) 

30.6 

(224.7) 

28.0 




Balance, end of year 

170.0 

139.4 

364.1 




Cumulative translation adjustments 

Balance, beginning of year 

(55.2) 

(114.8) 

(134.8) 




Net unrealized gain during year 

58.6 

59.6 

20.0 




Balance, end of year 

3.4 

(55.2) 

(114.8) 




Total common shareholders’ equity and shares 







outstanding 

$14,054.9 

$13,541.1 

$12,766.7 

372,322.7 

378,617.7 

376,598.8 

Total shareholders’ equity 

$14,054.9 

$13,541.1 

$13,016.7 





See accompanying notes and the summarized Group financial statements. 










































CONSOLIDATED STATEMENTS OF CASH FLOWS 




millions 


Year Ended 

December 31 


1988 

1987 

1986 

Cash flows from operating activities 




Net income 

$ 1,453.7 

$ 1,632.8 

$1,338.6 

Adjustments to reconcile net income to net cash provided by operating activities: 




Depreciation, amortization and other noncash items 

744.3 

738.4 

648.3 

Provisions for uncollectible accounts 

618.7 

564.5 

434.2 

Gains on sale of property and investments 

(352.6) 

(514.4) 

(343.6) 

Increase in insurance reserves 

4,158.9 

3,156.3 

1,925.8 

Increase (decrease) in deferred taxes 

(712.3) 

(582.0) 

93.3 

Cumulative effect of change in accounting for income taxes 

(544.2) 

— 

— 

Increase in retail customer receivables 

(647.2) 

(1,923.6) 

(516.8) 

Decrease (increase) in merchandise inventories 

642.0 

(82.9) 

74.3 

Change in net matched agreements to resell or repurchase 

536.5 

(727.8) 

(228.7) 

Decrease in net trading account securities 

1,131.9 

1,106.9 

422.8 

Decrease (increase) in other operating assets 

262.8 

(44.2) 

(1,036.9) 

Increase in other operating liabilities 

1,198.2 

903.5 

1,227.4 

Net cash provided by operating activities 

8,490.7 

4,227.5 

4,038.7 

Cash flows from investing activities 




Proceeds from sales of investments 

4,832.7 

2,210.6 

2,107.2 

Purchases of investments 

(7,293.3) 

(5,237.8) 

(3,973.3) 

Collections on mortgage loans and consumer finance notes 

1,949.3 

2,943.6 

2,549.2 

Loans made for mortgages and consumer finance notes 

(3,532.4) 

(3,086.5) 

(3,399.4) 

Proceeds from sales of property and equipment 

123.3 

160.0 

160.0 

Purchases of property and equipment 

(889.1) 

(879.5) 

(676.4) 

Increase in Discover Card receivables 

(2,403.0) 

(2,630.7) 

(1,284.3) 

Purchase of companies, net of cash acquired 

(260.7) 

(33.9) 

— 

Net cash used in investing activities 

(7,473.2) 

(6,554.2) 

(4,517.0) 

Cash flows from financing activities 




Proceeds from long-term debt 

670.9 

724.1 

529.9 

Repayments of long-term debt 

(1,054.7) 

(1,420.3) 

(451.7) 

Proceeds from sales of certificate accounts 

16,104.8 

15,406.3 

9,294.8 

Payments of maturing certificate accounts 

(14,987.5) 

(15,459.6) 

(9,215.0) 

Proceeds from advances from FHLB 

1,025.0 

800.0 

955.0 

Repayments of advances from FHLB 

(1,175.0) 

(851.9) 

(785.7) 

Increase (decrease) in deposits and advances 

(789.6) 

660.2 

1,095.3 

Change in net unmatched agreements to resell or repurchase 

(1,109.4) 

485.7 

(479.7) 

Net change in short-term borrowings, primarily 90 days or less 

1,982.1 

2,740.8 

317.2 

Common shares issued 

— 

— 

427.8 

Common shares issued for employee stock plans 

14.6 

43.6 

67.4 

Common shares repurchased 

(320.8) 

— 

— 

Dividends paid to shareholders, net of reinvested amounts 

(722.9) 

(717.3) 

(637.0) 

Redemption of preferred shares 

— 

(250.0) 

— 

Net cash provided by (used in) financing activities 

(362.5) 

2,161.6 

1,118.3 

Effect of exchange rate changes on cash 

(1.6) 

(14.6) 

(12.8) 

Net increase (decrease) in cash and invested cash 

$ 653.4 

$ (179.7) 

$ 627.2 

Cash and invested cash at beginning of year 

$ 2,804.7 

$ 2,984.4 

$2,357.2 

Cash and invested cash at end of year 

$ 3,458.1 

$ 2,804.7 

$2,984.4 


See accompanying notes and the summarized Group financial statements. 
























SEARS, ROEBUCK AND CO,__ 

ANALYSIS OF CONSOLIDATED FINANCIAL CONDITION 


The company’s principal source of cash is operations. 
Cash provided by operating activities totaled $8.5 billion in 
1988, compared with $4.2 billion and $4.0 billion in 1987 and 
1986, respectively. This cash is principally related to net in¬ 
come and expenses which are recognized in the Statement of 
Income, but which are not paid out in cash. Cash provided by 
operating activities increased in 1988 primarily due to in¬ 
creased receipts under Allstate investment contracts, de¬ 
creased inventories and matched repurchase agreements and 
slower growth in owned customer receivables, partially offset 
by a significant decrease in deferred income taxes. Payments 
of taxes relating to the elimination of the installment sales 
method by the Tax Reform Act of 1986 and the cumulative 
effect of the adoption of SFAS 96 were the primary cause of 
the deferred income tax decrease. 


Cash provided by operations 

(millions) 



In 1988 and 1987 dividends per share were $2.00 on an 
annual basis compared with $1.76 on an annual basis in 1986. 
The payment of dividends is dependent upon business condi¬ 
tions, income and cash requirements of the company. 

The most significant investing activities in 1988 were the 
growth in insurance investments, mortgage loans and Discover 
Card receivables. Insurance investment additions, and to a 
great extent the increase in mortgage loans, are made possible 
by the cash flow generated from the receipt of premiums be¬ 
fore the payment of claims and policy benefits. The growth in 
Discover Card receivables was financed primarily by borrow¬ 
ings and increases in certificate accounts. 

The company remains committed to maintain a stable and 
cost-effective capital structure. Over the past several years, the 
capital markets strategy to achieve this objective has been to 
diversify both the type and geographic source of financing, 
thereby enabling the company to fund its asset growth without 
placing disproportionate reliance on any single source of capi¬ 
tal. This strategy has enhanced the company’s access to multi¬ 
ple sources of funds, and has provided the company with sub¬ 
stantial flexibility to obtain external funding to support future 
growth. 

During 1988, the company further diversified its funding 
sources by commencing an asset securitization program. In 
April, 1988 the company formed Sears Receivables Financing 
Group, Inc. (SRFG), a wholly owned Delaware subsidiary, to 
facilitate the sale of receivables arising in certain accounts un¬ 
der Sears open-end credit plans in the form of asset-backed 
securities. A total of $1.5 billion of credit account pass-through 


certificates were issued in 1988. The company believes asset 
securitization can improve the efficiency of its capital structure 
because securitization frees up equity previously supporting 
receivables for application to further other corporate objec¬ 
tives. 

The company uses a blend of fixed, variable and capped 
rate funding to maintain an optimal debt mix. Capped rate fund¬ 
ing is a liability management technique which reduces interest 
rate risk by “capping” the company’s funding cost at a maxi¬ 
mum fixed rate when rates rise, but allows the company to pay 
lower market rates when rates decline. 

The fixed rate to total debt ratio was 43 percent at Dec. 
31, 1988, compared with 47 percent at Dec. 31, 1987 and 58 
percent at Dec. 31, 1986. The capped rate to total debt ratio 
was 7 percent at Dec. 31, 1988, compared with 4 percent at 
Dec. 31, 1987. The company has sought to maintain a fixed and 
capped rate debt mix sufficient to partially insulate earnings 
per share against fluctuating short-term interest rates. The 
fixed rates on the $1.5 billion of credit account pass-through 
certificates issued in 1988 also provide insulation from short¬ 
term interest rate volatility. A summary of fixed, capped and 
variable rate debt is provided on page 27. 

In November, 1988, the company began a program to 
repurchase in the open market up to 40 million shares of the 
company’s common stock. The share repurchase program 
through the end of 1988 was financed from working capital 
and from capital redeployed from several of the company’s op¬ 
erations, as well as the securitization of credit account 
receivables. 

Through Sears Roebuck Acceptance Corp. (SRAC), a whol¬ 
ly owned consolidated finance subsidiary, the company issues 
commercial paper to obtain short-term variable rate debt on an 
ongoing basis and to cover peak working capital requirements. 
Average short-term borrowings outstanding at SRAC during 
1988 were $9.0 billion, compared with $7.0 billion during 1987. 

Discover Credit Corp. (DCC), a second wholly owned con¬ 
solidated finance subsidiary formed in 1987, borrows money 
and lends the proceeds to certain direct and indirect subsid¬ 
iaries of Sears, Roebuck and Co. in exchange for their 
unsecured notes. DCC commercial paper outstandings rose to 
$2.0 billion as of Dec. 31, 1988 from $279.3 million as of Dec. 

31, 1987. 

At Dec. 31, 1988, the company had $11.8 billion of unused 
bank credit lines, a $3.0 billion revolving credit facility until 
September 1992 through SRAC, a $500 million Revolving Under¬ 
writing Facility Agreement until May 1990 in conjunction with 
SRAC, and a $250 million revolving credit agreement until 
August 1992 through DCC. 

Subsequent discussions (pages 44, 48, 53 and 58) focus on 
each of the business groups. 



















NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Summary of significant accounting policies 


Basis of presentation 

The consolidated financial statements include the accounts 
of Sears, Roebuck and Co. and all significant domestic and in¬ 
ternational companies in which the company has more than a 
50 percent equity ownership. 

Included as an integral part of the consolidated financial 
statements on pages 24 and 25 are the summary of business 
segment financial data and, beginning on page 40, separate sum¬ 
marized financial statements and notes for each of the 
company’s business groups as well as the significant account¬ 
ing policies unique to each group. Although not a part of the 
financial statements, also included with the consolidated state¬ 
ments and the summarized group statements are unaudited 
analyses of results and financial condition and a ten-year sum¬ 
mary of consolidated financial data. 

Certain reclassifications have been made in the 1987 and 
1986 financial statements to conform to current accounting clas¬ 
sifications. 

Basis for assignment of debt 

Debt and the related interest expense have been assigned 
to the business groups as incurred by those groups. Corporate 
debt is legally the responsibility of Sears, Roebuck and Co., 
Sears Roebuck Acceptance Corp. (SRAC) or Sears Overseas Fi¬ 
nance N.V. A portion of the pooled Corporate debt is allocated 
to Sears Merchandise Group, principally to finance domestic cus¬ 
tomer receivables, and to Dean Witter Financial Services 
Group to finance a portion of Discover Card receivables. The 
remaining portion of Corporate debt has generally not been 
allocated to the business groups but has been combined with 
internally generated funds for Corporate operations and invest¬ 
ments. The average cost of the pooled Corporate debt was 9.4, 
9.6 and 9.8 percent in 1988, 1987 and 1986, respectively. On a 
consolidated basis, the company paid interest of $2.9, $2.8 and 
$2.5 billion in 1988, 1987 and 1986, respectively. 

Cash and invested cash 

Cash and invested cash is defined to include all highly liq¬ 
uid investments with maturities of three months or less. In¬ 
cluded in cash and invested cash is $686.8 and $327.1 million at 
Dec. 31, 1988 and 1987, respectively, of cash segregated under 
government regulations at the Dean Witter Financial Services 
Group. 

Property and depreciation 

Depreciation is provided principally by the straight-line 
method. 

Goodwill 

Other assets included goodwill of $617.6 and $434.0 
million at Dec. 31, 1988 and 1987, respectively. Goodwill repre¬ 
sents the excess of purchase price over fair value of the net 


assets of businesses acquired and is amortized on a straight- 
line basis over 40 years. 

Income taxes 

The results of operations of the business groups, except 
life insurance and foreign operations, are included in the consol¬ 
idated federal income tax return of Sears, Roebuck and Co. 

Tax liabilities and benefits are allocated as generated by the 
respective business groups, whether or not such benefits would 
be currently available on a separate return basis. U.S. income 
and foreign withholding taxes are not provided on unremitted 
earnings of international affiliates which the company con¬ 
siders to be permanent investments. The cumulative amount of 
unremitted income and the taxes which would be paid upon 
remittance of those earnings totaled $368.0 and $172.3 million, 
respectively, at Dec. 31, 1988. 

1. Accounting changes 

During 1988, the company adopted Statement of Financial 
Accounting Standards (SFAS) 95 “Statement of Cash Flows”. 
Accordingly, Statements of Cash Flows are presented in place 
of the previously reported Statements of Changes in Financial 
Position. 

The company adopted the provisions of SFAS 96 “Account¬ 
ing For Income Taxes” in the fourth quarter of 1988. As re¬ 
quired, previously reported quarterly earnings for 1988 have 
been restated for the effect of this change as if it had occurred 
as of Jan. 1, 1988. SFAS 96 requires the use of the liability 
method in accounting for income taxes. Deferred tax assets 
and liabilities are recorded based on the differences between 
the financial statement and tax bases of assets and liabilities 
and the tax rates in effect when these differences are expected 
to reverse. The principal assets and liabilities giving rise to 
such differences are buildings and equipment, insurance loss 
reserves, charge card receivables and deferred maintenance 
agreement income. Prior year financial statements have not 
been restated for this accounting change. The change de¬ 
creased 1988 income from continuing operations $177.6 million, 
or $.47 per share. This was offset by the cumulative effect on 
prior years of $544.2 million or $1.44 per share, resulting in an 
increase in 1988 net income of $366.6 million or $.97 per share. 

Also, during the fourth quarter of 1988, the company im¬ 
plemented the provisions of SFAS 97 “Accounting and Report¬ 
ing by Insurance Enterprises for Certain Long-Duration Con¬ 
tracts and for Realized Gains and Losses from the Sale of Invest¬ 
ments.” The statement established new accounting standards 
for universal life-type, investment and limited payment con¬ 
tracts. The major changes resulting from the new accounting 
standard are: premium collections on universal life-type poli¬ 
cies and payments received on investment contracts are record¬ 
ed directly as deposits, similar to savings account deposits, as 
opposed to recording the insurance payment through premium 
revenues and related policy expense; non-level first year con- 









SEARS. ROEBUCK AND CO. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued 


tract charges are deferred and recognized as revenue over the 
contract period; certain acquisition costs previously expensed 
are now deferred; and the amortization period of deferred ac¬ 
quisition costs is lengthened. SFAS 97 also requires that real¬ 
ized capital gains and losses, previously reported as other in¬ 
come, be included in revenues. Prior year financial statements 
have been retroactively restated. The effect of these changes 
was to decrease revenues by $2.3, $1.2 and $.9 billion and in¬ 
come from continuing operations and net income by $7.1, $16.6 
and $12.7 million or $.02, $.05 and $.04 per share, in 1988, 1987 
and 1986, respectively. Retained earnings at Jan. 1, 1986 have 
been reduced by the cumulative effect on years prior to 1986 of 
$17.2 million. 

2. Discontinued operations 

During the fourth quarter of 1988, the company adopted 
plans to divest the group life-health business of Allstate Insur¬ 
ance Group and the commercial division of Coldwell Banker 
Real Estate Group. Certain portions of the group life-health 
operation have been terminated and other portions were sold 
effective January 1, 1989. Under the sales contract, the compa¬ 
ny remains responsible for the run-off of certain group medical 
contracts through approximately January, 1990. A $58.6 mil¬ 
lion after tax loss was recorded in 1988 for disposal costs and 
future operating losses of the group life-health business. The 
commercial division of Coldwell Banker will be sold during 
1989. 

Prior year Statements of Income and related footnotes 
have been restated for the results of the discontinued opera¬ 
tions. Revenues of the discontinued businesses, net of 
intercompany amounts, were $1.2, $1.3 and $1.1 billion in 1988, 
1987 and 1986, respectively. The Statements of Financial Posi¬ 
tion include the following assets and liabilities of the discontin¬ 
ued operations which will be sold: 


December 31 

millions 

1988 

1987 

Investments 

$345.1 

$275.1 

Property and equipment, net 

52.0 

50.5 

Other assets 

130.8 

154.4 

Total assets 

527.9 

480.0 

Insurance reserves 

306.1 

264.4 

Other liabilities 

74.1 

65.4 

Total liabilities 

$380.2 

$329.8 


3. Nonrecurring expenses 

During the fourth quarter of 1988, the Merchandise Group 
recorded a pretax charge of $712.4 million, net of profit shar¬ 
ing benefit, to establish a reserve for anticipated costs of organi¬ 
zational restructuring, headquarters office relocation from 
Sears Tower and changes in strategic marketing plans. A 
$38.7 million pretax charge was recorded during the first and 
second quarters of 1988 related to a restructure incentive pro¬ 
gram in Canada. Charges totalling $105.2 million were record¬ 
ed in 1987 for organizational restructuring costs in physical 
distribution operations, buying activities and Business Systems 
Centers, and retirement incentives in distressed markets. 


4. Supplementary income statement information 


millions 

Year Ended December 31 


1988 

1987 

1986 

Advertising costs (excluding catalog) 

$1,186.8 

$1,160.2 

$1,124.6 

Maintenance and repairs 

328.2 

292.6 

274.4 

Taxes, other than payroll and income: 




Property 

213.4 

189.4 

185.9 

Premium 

296.5 

264.7 

235.9 

Other 

186.9 

158.9 

143.4 

Provisions for uncollectible receivables 

582.6 

543.0 

405.4 

Realized foreign currency exchange losses, net 




of profit sharing and income taxes 

(3.2) 

(9.1) 

(2.0) 

Interest capitalized 

40.6 

39.4 

30.4 


5. Corporate 

Corporate operations include revenues and expenses 
which are of an overall holding company nature, including that 
portion of administrative costs and interest which is not allocat¬ 
ed to the company’s business groups. The Corporate state¬ 
ments of income consisted of: 


millions Year Ended December 31 



1988 

1987 

1986 

Revenues 

$ 198.1 

$ 176.2 

$ 179.8 

Interest expense 

310.2 

279.1 

294.9 

Operating expenses 

147.6 

131.0 

146.6 

Operating loss 

(259.7) 

(233.9) 

(261.7) 

Other loss 

(83.1) 

(106.9) 

(34.2) 

Income tax benefit 

134.5 

151.8 

147.5 

Cumulative effect of change in 




accounting for income taxes 

22.6 

— 

— 

Net Corporate expense 

(185.7) 

(189.0) 

(148.4) 

Sears World Trade, Inc. loss 

— 

— 

(39.8) 

Inter-group eliminations 

(13.3) 

— 

— 

Corporate and other 

(199.0) 

(189.0) 

(188.2) 

Equity in net income of business groups 

1,652.7 

1,821.8 

1,526.8 

Consolidated net income 

$1,453.7 

$1,632.8 

$1,338.6 




































6. Benefit plans 

Expenses for retirement and savings-related benefit plans 
were as follows: 


millions Year Ended December 31 



1988 

1987 

1986 

Pension plans 

Savings and Profit Sharing Fund of Sears 

$ 72.9 

$123.2 

$ 81.0 

Employees: 




Defined Contribution 

43.6 

100.2 

93.7 

Employee Stock Ownership Feature 

— 

— 

27.7 

Retiree insurance benefits 

146.0 

134.7 

123.6 

Other plans 

24.0 

17.1 

29.8 

Total 

$286.5 

$375.2 

$355.8 


Pension plans 

Substantially all domestic full-time and certain part-time 
employees are eligible to participate in noncontributory defined 
benefit plans after meeting age and service requirements. Sub¬ 
stantially all Canadian employees are eligible to participate in 
contributory defined benefit plans. Pension benefits are based 
on length of service, either average annual compensation or 
final average annual compensation and, in certain plans, Social 
Security or other benefits. Funding for the various plans of the 
company is determined using various actuarial cost methods, 
and amounted to $230.9, $234.0 and $220.4 million for 1988, 
1987 and 1986, respectively. 

Pension expense was comprised of the following: 


millions 

1988 

1987 

1986 

Benefits earned during the period 

$ 215.1 

$ 240.2 

$ 189.9 

Interest on projected benefit obligation 

345.0 

344.3 

306.3 

Actual return on plan assets 

(523.8) 

(199.1) 

(523.6) 

Net amortization and deferral 

36.6 

(262.2) 

108.4 

Pension expense 

$ 72.9 

$ 123.2 

S 81.0 


The weighted average discount rate and rate of increase 
in compensation levels used in determining the actuarial pres¬ 
ent value of the projected benefit obligations were 10% and 6%, 
respectively, in both 1988 and 1987 and 9% and 6%, respective¬ 
ly, in 1986. The expected long-term rate of return on plan as¬ 
sets used in determining net periodic pension cost was 9Vi% in 
1988, and 9% in both 1987 and 1986. 


Following is the plans’ funded status: 



1988 

1987 


Assets 

Accumu- 

Assets 

Accumu- 


exceed 

lated 

exceed 

lated 


accumu- 

benefits 

accumu- 

benefits 


lated 

exceed 

lated 

exceed 

millions 

benefits 

assets 

benefits 

assets 

Actuarial present value of benefit 
obligations: 

Vested benefit obligation 

$2,603 

$189 

$2,305 

$ 173 

Accumulated benefit obligation 

$2,912 

$213 

$2,582 

$ 195 

Projected benefit obligation (PBO) 

$3,793 

$269 

$3,336 

$251 

Plan assets at fair value, primarily 

publicly traded stocks and bonds 

4,621 

181 

4,205 

143 

PBO less than (in excess of) plan 

assets 

828 

(88) 

869 

(108) 

Unrecognized net (gain) loss 

50 

10 

(27) 

15 

Unrecognized prior service cost 

9 

1 

16 

3 

Unrecognized transitional (asset) 

obligation 

(620) 

36 

(719) 

40 

Adjustment required to recognize 

minimum liability 

— 

(13) 

— 

(8) 

Prepaid (accrued) pension cost in 

the balance sheet at Dec. 31 

$ 267 

$(54) 

$ 139 

$(58) 


Profit sharing plan 

Employees of most domestic companies, excluding primari¬ 
ly those of Dean Witter Financial Services Inc., Coldwell, Bank¬ 
er & Company and Sears Specialty Merchandising, are eligible 
to become members of The Savings and Profit Sharing Fund of 
Sears Employees (Fund). The company contributes 6 percent of 
consolidated income, as defined, before federal income taxes 
and profit sharing contributions. The total contribution is allo¬ 
cated to the business groups and Corporate based on 6 percent 
of the participating company’s respective operating results. 

Retiree insurance benefits 

Sears, Roebuck and Co. and its subsidiaries provide cer¬ 
tain health care and life insurance benefits for retired em¬ 
ployees. Generally, qualified employees may become 
eligible for these benefits if they retire in accordance with the 
company’s established retirement policy and are continuously 
insured under the company’s group plans or other approved 
plans for 10 or more years prior to retirement. The company 
has the right to modify or terminate these plans in the future. 
These benefits are funded by insurance contracts which premi¬ 
ums are based on the benefits paid during the year. The compa¬ 
ny recognizes the costs of providing these benefits by 
expensing the insurance premiums. 
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36 7. Income taxes 

Income from continuing operations before income taxes, 
minority interest and equity in net income of unconsolidated 
companies follow: 


millions 

Year Ended December 31 


1988 

1987 

1986 

Domestic 

$ 945.7 

$1,925.2 

$1,668.5 

Foreign 

157.1 

170.0 

124.4 

Total 

$1,102.8 

$2,095.2 

$1,792.9 


Federal, state and foreign income taxes follow: 


millions 

Year Ended December 31 


1988 

1987 

1986 

Provision 




Current 




Domestic 

$670.6 

$948.5 

$321.9 

Foreign 

62.9 

53.7 

43.5 

Total current 

733.5 

1,002.2 

365.4 

Deferred 




Discount on loss reserves 

(30.5) 

(249.0) 

— 

Installment sales 

(335.6) 

(195.8) 

(48.4) 

Unearned premium reserve—revenue offset 

(62.5) 

(80.2) 

— 

Depreciation 

39.3 

58.1 

88.7 

Receivable reserves 

(43.3) 

(47.5) 

(50.3) 

Pension expense 

25.0 

42.4 

89.3 

Capitalized inventory costs 

(18.6) 

(37.5) 

— 

Deferred policy acquisition costs 

67.1 

33.9 

36.3 

Deferred income on receivable sales 

7.1 

31.4 

.3 

Restructuring reserves 

(289.8) 

(10.9) 

— 

Other 

(38.2) 

(26.6) 

(37.5) 

Total deferred 

(680.0) 

(481.7) 

78.4 

Financial statement income tax provision— 




current operations 

53.5 

520.5 

443.8 

Fresh start and deferred tax benefits 

— 

(172.4) 

— 

Financial statement income tax provision 

$ 53.5 

$348.1 

$443.8 

Classification 




Federal income tax 




Current 

$568.3 

$687.5 

$249.9 

Deferred 

(586.2) 

(502.0) 

38.6 

State income tax 




Current 

102.3 

133.0 

72.0 

Deferred 

(91.7) 

(45.8) 

10.7 

Foreign income tax 




Current 

62.9 

53.7 

43.5 

Deferred 

(2.1) 

21.7 

29.1 

Financial statement income tax provision 

$ 53.5 

$348.1 

$443.8 


Deferred income taxes in 1988 were computed using the 
liability method prescribed by SFAS 96, as discussed in note 1. 
Prior year deferred income taxes were determined using the 
previously applicable deferral method. 

Income taxes of $716.2, $761.1 and $369.9 million were 
paid in 1988, 1987 and 1986, respectively. 


A reconciliation of the statutory federal income tax rate 
to the effective income tax rate is as follows: 


Year Ended December 31 



1988 

1987 

1986 

Statutory federal income tax rate 

34.0% 

40.0% 

46.0% 

State income taxes, net of federal income taxes 

0.6 

2.5 

2.5 

Tax exempt income 

(27.9) 

(15.6) 

(18.9) 

Dividends received exclusion 

(2.0) 

(1.5) 

(2.1) 

Capital gains deduction 

(0.1) 

(2.5) 

(3.4) 

Other 

0.3 

1.9 

0.7 

Effective income tax rate—current operations 

4.9 

24.8 

24.8 

Fresh start benefit 

— 

(6.1) 

— 

Deferred tax benefit 

— 

(2.1) 

— 

Effective income tax rate 

4.9% 

16.6% 

24.8% 

8. Short-term borrowings consisted of: 

millions 


December 31 



1988 

1987 

Commercial paper 

$6,022.4 

$4,422.7 

Bank loans 


1,400.8 

1,434.9 

Agreements with bank trust departments 


975.9 

881.2 

Other loans (principally foreign) 


579.0 

316.2 

Total short-term borrowings 

$8,978.1 

$7,055.0 


At Dec. 31, 1988, the company had unused lines of bank 
credit approximating $11.8 billion. Additionally, the company 
had revolving credit agreements of $3.5 billion through SRAC 
and $250 million through DCC. Domestic credit lines are renew¬ 
able annually at various dates and provide for loans of varying 
maturities at prevailing interest rates. The company maintains 
informal compensating balances or pays commitment fees in 
connection with certain lines of credit. There are no material 
restrictions on the use of funds constituting compensating 
balances. 

At Dec. 31, 1988, the revolving credit agreements support¬ 
ed $3.75 billion of commercial paper that has been classified as 
long-term debt. If needed, this debt can be refinanced on a 
long-term basis using these agreements. SRAC and DCC in¬ 
tend to maintain more than $3.75 billion of commercial paper 
outstanding during 1989. 

The company has utilized interest rate swaps, interest 
rate caps and other liability management techniques to reduce 
interest rate risk. The company had interest rate swap 
agreements effectively establishing fixed rates on $2.3 and $2.0 
billion of short-term variable rate debt at Dec. 31, 1988 and 
1987, respectively, with weighted average effective interest 
rates on all swap agreements outstanding during each respec¬ 
tive year of 12.63 and 12.83 percent. The average maturity of 
agreements in effect on Dec. 31, 1988 was approximately three 
years. Interest rate caps and other liability management prod¬ 
ucts used effectively lock in a maximum rate if rates rise, but 
enable the company to otherwise pay lower market rates. The 
company had effectively established a maximum rate on $1.4 
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billion and $600 million of debt at Dec. 31, 1988 and 1987, re¬ 
spectively, with a weighted average effective interest rate dur¬ 
ing each respective year of 8.51 percent and 8.18 percent. The 
average maturity of agreements in effect on Dec. 31, 1988 was 
approximately one year. 


9. Long-term debt was as follows: 


millions 


December 31 


Issue 

1988 1987 


Sears, Roebuck and Co. 


10 l /4% Notes, due 1988 

S — 

S 200.0 

14 l /s% Notes, due 1989 

250.0 

250.0 

8 l /2% Eurobonds, due 1990 

250.0 

250.0 

6 7 /r% Yen Bonds, due 1991 

60.2 

61.0 

13'/4% Notes, due 1992 

231.0 

231.0 

6%% Sinking Fund Debentures, due 1993, retired 



in 1988 

— 

29.0 

12% Notes, due 1994 

230.9 

230.9 

8 5 /*% Sinking Fund Debentures, due 1995, retired 



in 1988 

— 

55.5 

Extendable Notes. 7V2% to April 15, 1992, due 1999 

49.2 

49.2 

6% Debentures, $300 million face value, due 2000, 



effective rate 14.8% 

157.6 

152.9 

7% Debentures, $300 million face value, due 2001, 



effective rate 14.6% 

169.3 

166.0 

8% Sinking Fund Debentures, due 2006, called in 1989 

138.8 

183.7 

7 7 /s% Sinking Fund Debentures, due 2007, retired in 1989 

163.6 

230.3 

6.9% to 8.95% Medium-Term Notes, due 1988 to 1993 

584.9 

296.0 

Capitalized lease obligations 

71.2 

81.5 

Sears Roebuck Acceptance Corp. 



Commercial paper backed by revolving credit 

3,500.0 

3,500.0 

9.25% Variable Interest Notes (7.02% at Dec. 31, 1987), 



payable 13 months after demand 

312.0 

317.0 

Other notes 

91.8 

101.5 

Sears Overseas Finance N.V. (guaranteed by Sears, 



Roebuck and Co.) 



11 Notes, due 1988 

— 

125.0 

lP/4% Notes, due 1989 

50.0 

50.0 

13 1 /2% Notes, due 1990. retired in 1988 

— 

38.1 

10VW Notes, due 1991 

150.0 

150.0 

11V 8 % Notes, due 1991 

150.0 

150.0 

5 3 /s% Swiss Franc Notes, due 1991 

101.4 

101.9 

Zero Coupon Notes, $400 million face value, due 1992, 



effective rate 15.0% 

258.5 

224.8 

llVs* Notes, due 1993 

150.0 

150.0 

7% Dual Currency Notes, due 1993 

67.4 

65.7 

Zero Coupon Bonds, $400 million face value, due 1994, 



effective rate 12.8% 

208.8 

185.1 

Zero Coupon Bonds, $500 million face value, due 1998, 



effective rate 12.0% 

170.3 

152.1 

Homart Development Co. 



10% to 11V2% Notes, due 1989 to 2002 

73.3 

68.0 

6>/4% to 12V2% Mortgage notes, due 1991 to 2002 

440.3 

406.8 

Notes payable to banks 

240.0 

165.0 

Sears Canada Inc. 



4 3 /i% to 11V2% Debentures, due 1988 to 1997 

117.6 

111.2 

Notes, mortgages, bonds and capitalized leases 

326.1 

243.4 

Sears Acceptance Co. Ltd. 



7>/4% to 17V2% Secured Debentures, due 1988 to 2000 

400.2 

432.8 

Other subsidiaries 



Commercial paper backed by revolving credit 

250.0 

— 

Notes payable, mortgages and capitalized leases 

321.1 

356.3 

Total long-term debt 

$9,735.5 

$9,561.7 


As of Dec. 31, 1988, long-term debt maturities for the 
next five years, excluding $302.0 million of notes payable 13 
months or more after demand which have no specified maturi¬ 
ties and commercial paper classified as long-term debt, were as 
follows: 


Year Ending December 31 

millions 

1989 

$1,172.9 

1990 

661.6 

1991 

727.5 

1992 

788.3 

1993 

735.1 


In 1988 and 1987, the company retired $234.1 and $650.0 
million, respectively, of long-term debt before its scheduled ma¬ 
turity. After tax losses on the early extinguishment of debt 
were $9.3 and $31.6 million in 1988 and 1987, respectively. 

10. Leases 

The company leases certain stores, office facilities, comput¬ 
ers and automotive equipment. 

Operating and capital lease obligations are based upon con¬ 
tractual minimum rates and, for certain stores, amounts in ex¬ 
cess of these minimum rates are payable based upon specified 
percentages of sales. Certain leases include renewal or pur¬ 
chase options. Operating lease rentals were $764.7, $647.2 and 
$590.2 million, including contingent rentals of $39.3, $38.8 and 
$39.3 million, for the years ended Dec. 31, 1988, 1987 and 1986. 

Minimum fixed lease obligations, excluding taxes, insur¬ 
ance and other expenses payable directly by the company, for 
leases in effect as of Dec. 31, 1988 were: 


millions 

Capital 

leases 

Operating 

leases 

1989 

$ 42.2 

$ 501.4 

1990 

40.9 

415.1 

1991 

39.0 

311.2 

1992 

35.2 

244.3 

1993 

31.1 

212.3 

After 1993 

509.6 

1,488.5 

Minimum payments 

698.0 

$3,172.8 

Executory costs (principally taxes) 

44.6 


Implicit interest 

410.4 


Present value of minimum lease payments, 
principally long-term 

$243.0 



11. Pending legal proceedings 

Various legal actions and governmental proceedings are 
pending against the company, many involving ordinary routine 
litigation incidental to the businesses. Other matters contain 
allegations which are nonroutine and involve compensatory, pu¬ 
nitive or antitrust treble damage claims in very large amounts, 
as well as other types of relief. The consequences of these mat¬ 
ters are not presently determinable but, in the opinion of man¬ 
agement, the ultimate liability in excess of reserves currently 
recorded will not have a material effect on the shareholders’ 
equity of the company. 




























SEARS, ROEBUCK AND CO._ _ 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued 


12. Shareholders' equity 

Dividend payments are restricted as follows: 

Certain indentures relating to the long-term debt of 
Sears, Roebuck and Co., which represent the most restrictive 
contractual limitation on the payment of dividends, provide 
that the company cannot take specified actions, including the 
declaration of cash dividends, which would cause its consolidat¬ 
ed unencumbered assets, as defined, to fall below 150 percent 
of its consolidated liabilities, as defined. At Dec. 31, 1988, $1.5 
billion in retained income could be paid in dividends to share¬ 
holders under the two most restrictive indentures. The indebt¬ 
edness under such indentures has been called for redemption 
on Feb. 1, 1989 and April 3, 1989. Under the terms of less 
restrictive indentures entered into in 1981 and thereafter 
which contain similar provisions pertaining to assets and liabili¬ 
ties of Sears, Roebuck and Co., the relevant categories of as¬ 
sets exceeded 150 percent of the relevant categories of liabili¬ 
ties by approximately $11.4 billion at Dec. 31, 1988. 

The capital of certain foreign operations, Allstate Life In¬ 
surance Company and Sears Savings Bank at Dec. 31, 1988 
included approximately $556.0 million which, if distributed, 
would be subject to income taxes of approximately $236.2 mil¬ 
lion. It is not contemplated that distributions will be made in 
an amount which would require such tax payments. 

The Illinois Insurance Holding Company Systems Act per¬ 
mits Allstate Insurance Company to pay, without regulatory 
approval, dividends to Sears, Roebuck and Co. during any 
12-month period in an amount up to the greater of 10 percent 
of surplus (as regards policyholders) or its net income (as 
defined) as of the preceding Dec. 31. Approximately $506.0 
million of Allstate’s retained income at Dec. 31, 1988 had no 
restriction relating to distribution during 1989 which would 
require prior approval. 

Dean Witter Reynolds Inc. is subject to the Securities and 
Exchange Commission’s Uniform Net Capital Rule and the 
New York Stock Exchange’s Growth and Business Capital 
Rule. Under these rules the declaration of dividends is restrict¬ 
ed. At Dec. 31, 1988, approximately $70.4 million of Dean Wit¬ 
ter Group’s retained income was available for the declaration 
of dividends to Sears, Roebuck and Co. 

As of Dec. 31, 1988, subsidiary companies could remit to 
Sears, Roebuck and Co. in the form of dividends approximately 
$2.9 billion, after payment of all related taxes, without prior 
approval of regulatory bodies or violation of contractual 
restrictions. 

Preferred shares: On May 15, 1987 Sears, Roebuck and Co. re¬ 
deemed all 2.5 million of its outstanding Adjustable Rate Pre¬ 
ferred Shares, First Series, at a redemption price of $103 per 
share. 


Stock option plans: Options to purchase common stock of the 
company have been granted to employees under various plans 
at prices equal to the fair market value of the stock on the 
dates the options were granted. Certain options include stock 
appreciation rights (SARs) which, upon surrender of the op¬ 
tion, permit the optionee to receive the excess of the current 
market price over the option price in cash. In addition, the 
company may pay to the optionee in connection with certain 
options or SARs an amount generally equal to the maximum 
statutory corporate federal income tax rate then in effect (not 
to exceed 46 percent) times the difference between the market 
price and the option price. Options and SARs are generally 
exercisable in four equal, annual cumulative installments begin¬ 
ning one year after the date of grant, and generally expire in 
10 or 12 years. 

Changes in stock options were as follows: 


thousands of shares 

Year Ended December 31 


1988 

1987 

1986 

Beginning balance 

11,455.2 

8,640.8 

9,696.3 

Granted 

119.8 (a) 

4,612.3 

815.5 

Exercised 

(617.9)(b) 

(1,468.6) 

(1,559.3) 

Cancelled or expired 

(445.6)(c) 

(329.3) 

(311.7) 

Ending balance 

10,511.5 (d) 

11,455.2 

8,640.8 

Reserved for future grant at year-end 

2.352.2 (e) 

4,349.6 

8,645.2 

Exercisable 

6,341.0 

5,545.9 

3,016.7 


(a) All shares granted under the 1986 Plan at prices ranging from $34.19 to 
$40.44. 

(b) Consists of 331.0 thousand shares under the 1972 Plan at a price from 
$15.94 to $18.38, 174.4 thousand shares under the 1978 Plan at a price 
from $16.75 to $32.88, 65.6 thousand shares under the 1982 Plan at a 
price from $18.44 to $40.19, 8.7 thousand shares under the 1986 Plan at a 
price of $34.75, 36.6 thousand SARs exercised under the 1982 Plan with 
an option price from $18.44 to $32.88 and 1.6 thousand SAR’s exercised 
under the 1986 Plan at an option price of $34.75. 

(c) The options that expired or were cancelled in 1988 were previously 
granted at prices ranging from $15.94 to $43.38. 

(d) Consists of 842.7, 1,204.2, 4,024.9 and 4,439.7 thousand shares under the 
1972, 1978, 1982 and 1986 Plans, respectively. SARs were attached to 
28.0, 483.0 and 388.6 thousand shares under the 1978, 1982 and 1986 
Plans, respectively. 

(e) Shares reserved for future grant totaled 802.3 thousand shares for the 
1982 Plan and 1,549.9 thousand shares for the 1986 Plan. 

The expiration dates of options outstanding at Dec. 31, 
1988 ranged from April 1, 1990 to Dec. 18, 2000. The weighted 
average purchase price per share was $18.19, $31.52, $38.36 
and $34.79 for outstanding options under the 1972, 1978, 1982 
and 1986 Plans, respectively. On Dec. 31, 1988, there were ap¬ 
proximately 7,935 optionees. 


















13. Quarterly results (unaudited) 



First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 


Year 

millions, except per common share 

1988 

1987 

1988 

1987 

1988 

1987 

1988 

1987 

1988 

1987 

Revenues, prior basis 

$12,157.9 

$10,479.5 

$12,982.7 

$11,718.5 

$13,347.3 

$12,193.2 

$15,285.2 

$14,048.4 

$53,773.1 

$48,439.6 

Discontinued operations 

(307.5) 

(292.4) 

(298.1) 

(343.5) 

(291.5) 

(335.2) 

(313.1) 

(335.2) 

(1,210.2) 

(1,306.3) 

Retroactive restatement for SFAS 97 

(889.9) 

(248.4) 

(524.6) 

(331.4) 

(488.4) 

(299.4) 

(409.0) 

(350.0) 

(2,311.9) 

(1,229.2) 

As restated 

10,960.5 

9,938.7 

12,160.0 

11,043.6 

12,567.4 

11,558.6 

14,563.1 

13,363.2 

50,251.0 

45,904.1 

Operating income (loss), prior basis 

(9.1) 

64.5 

306.4 

369.4 

298.9 

351.3 

(15.4) 

628.9 

580.8 

1,414.1 

Discontinued operations (loss) 

(37.2) 

(27.0) 

(23.4) 

(22.9) 

(21.5) 

(51.7) 

(106.1) 

(88.9) 

(188.2) 

(190.5) 

Retroactive restatement for SFAS 97 

91.9 

99.0 

47.4 

33.4 

34.5 

64.7 

3.2 

54.1 

177.0 

251.2 

As restated from continuing operations 

120.0 

190.5 

377.2 

425.7 

354.9 

467.7 

93.9 

771.9 

946.0 

1,855.8 

Net income, prior basis 

179.5 

287.9 

369.4 

390.4 

344.2 

409.0 

201.1 

562.1 

1,094.2 

1.649.4 

Retroactive restatement for SFAS 97 

(.7) 

(2.8) 

(2.2) 

(3.5) 

(.4) 

(2.6) 

(3.8) 

(7.7) 

(7.1) 

(16.6) 

Discontinued operations (loss) 

(25.0) 

(14.3) 

(16.1) 

(13.5) 

(15.0) 

(30.2) 

(66.7) 

(35.4) 

(122.8) 

(93.4) 

Cumulative effect of SFAS % 

544.2 

— 

— 

— 

— 

— 

— 

— 

544.2 

— 

Current quarter efTect of SFAS 96 

(13.9) 

— 

(45.0) 

— 

(38.8) 

— 

(79.9) 

— 

(177.6) 

— 

As restated: 











Income from continuing operations 

189.9 

299.4 

338.3 

400.4 

320.0 

436.6 

184.1 

589.8 

1,032.3 

1,726.2 

Income before cumulative efTect of 











accounting change 

164.9 

285.1 

322.2 

386.9 

305.0 

406.4 

117.4 

554.4 

909.5 

1,632.8 

Net income 

$709.1 

$285.1 

$322.2 

$386.9 

$305.0 

$406.4 

$117.4 

$554.4 

$1,453.7 

$1,632.8 

Earnings per share, prior basis 

$0.47 

$0.75 

$0.98 

$1.03 

$0.90 

$1.08 

$0.54 

$1.49 

$2.89 

$4.35 

Retroactive restatement for SFAS 97 

— 

— 

(.01) 

(.01) 

— 

(.01) 

(.01) 

(.03) 

(.02) 

(.05) 

Discontinued operations (loss) 

(.07) 

(.04) 

(.04) 

(.04) 

(.03) 

(.08) 

(.18) 

(.09) 

(.32) 

(.25) 

Cumulative effect of SFAS 96 

1.44 

— 

— 

— 

— 

— 

— 

— 

1.44 

— 

Current quarter effect of SFAS 96 

(.04) 

— 

(.12) 

— 

(.10) 

— 

(.21) 

— 

(.47) 

— 

As restated: 











Income from continuing operations 

.50 

.79 

.89 

1.06 

.83 

1.15 

.50 

1.55 

2.72 

4.55 

Income before cumulative efTect of 











accounting change 

.43 

.75 

.85 

1.02 

.80 

1.07 

.32 

1.46 

2.40 

4.30 

Net income 

$1.87 

$0.75 

$0.85 

$1.02 

$0.80 

SI.07 

S0.32 

$1.46 

$3.84 

$4.30 


Revenues, net income and related per share amounts for 1987 and the first three quarters of 1988 have been restated to reflect adoption of new insurance 
accounting rules, and to reflect the group life-health business of Allstate Insurance Group and the commercial division of Coldwell Banker Real Estate Group as 
discontinued operations. Additionally, net income and related per share amounts for the first three quarters of 1988 have been restated to reflect adoption of new 
income tax accounting rules. 

Fourth quarter 1988 results include nonrecurring expenses of $712.4 million for restructuring by the Merchandise Group. The fourth quarter pretax LIFO 
adjustment was a charge of $45.4 million in 1988 and a credit of $65.2 million in 1987, respectively, compared with charges of $81.2 and $71.4 million for the first 
nine months of the respective years. 


Common Stock Market Information and Dividend Highlights (unaudited) 



First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 

Year 

dollars 

1988 

1987 

1988 

1987 

1988 

1987 

1988 

1987 

1988 

1987 

Stock Price range. 

High 

39 7 /« 

54Vfc 

37'/2 

56 

38V« 

59'/2 

46 

52 '/2 

46 

59'/! 

Low 

32 l A 

39 7 /fc 

33 

48 Vi 

34 3 /4 

50 

37 3 /4 

293/4 

321/4 

293/4 

Close 

35 3 /i 

50 Vh 

36 7 /8 

50 6 /« 

381/« 

5 1 Vh 

40 7 /h 

33'/! 

40 7 /s 

33'/2 

Dividends declared 

.50 

.50 

.50 

.50 

.50 

.50 

.50 

.50 

2.00 

2.00 


Stock price ranges are for transactions on The New York Stock Exchange (trading symbol—S), which is the principal market for the company's common stock. 
The number of registered common shareholders at February 28, 1989 was 352,309. 

In addition to the New York Stock Exchange, the company’s common stock is listed on the following exchanges: Midwest, Chicago; Pacific, San Francisco; 
London. England; Basel. Geneva. Lausanne and Zurich. Switzerland; Amsterdam, The Netherlands; Tokyo, Japan; Paris, France; and Frankfurt, Germany. 















SEARS MERCHANDISE GROUP 
STATEMENTS OF INCOME 


millions 


Year Ended December 31 



1988 

1987 

1986 

Revenues 




Merchandise sales and services 

$27,754.7 

$25,874.7 

$24,811.4 

Credit revenues 

2,501.3 

2,210.8 

2,262.9 

Total revenues 

30,256.0 

28,085.5 

27,074.3 

Costs and expenses 




Cost of sales, buying and occupancy 

19,183.6 

17,450.0 

16,850.5 

Selling and administrative 

8,929.7 

8,234.4 

7,906.7 

Nonrecurring expenses 

751.1 

105.2 

i 

Interest 

1,092.9 

946.1 

979.6 

Total costs and expenses 

29,957.3 

26,735.7 

25,736.8 

Operating income 

298.7 

1,349.8 

1,337.5 

Other income 

34.6 

52.2 

148.0 

Income before income taxes, minority interest and equity in net income of unconsolidated companies 

333.3 

1,402.0 

1,485.5 

Income taxes: 




Current operations 

140.0 

628.8 

735.3 

Reduction in deferred income taxes 

— 

(44.4) 

— 


193.3 

817.6 

750.2 

Minority interest and equity in net income of unconsolidated companies 

(20.0) 

(30.2) 

(14.2) 

Income before cumulative effect of accounting change 

173.3 

787.4 

736.0 

Cumulative effect of change in accounting for income taxes 

351.1 

— 

— 

Group income 

$ 524.4 

$ 787.4 

$ 736.0 


See notes to Consolidated and Sears Merchandise Group summarized financial statements. 


ANALYSIS OF OPERATIONS 


Sears Merchandise Group revenues increased $2.2 billion 
in 1988 or 7.7 percent over 1987. Domestic merchandising reve¬ 
nues increased 5.9 percent due to the combined effects of the 
acquisition of Western Auto Supply Company in April 1988 and 
stronger sales of installed home improvements and appliances. 
Revenues from domestic credit operations increased 12.4 per¬ 
cent primarily due to increased owned receivables balances. In¬ 
ternational revenues increased 17.7 percent, on the strength of 
a 7.2 percent increase in Canadian revenues, which translated 
to an increase of 16.0 percent due to favorable Canadian con¬ 
version rates. In 1987, increased domestic and International 
merchandising revenues offset a decrease in domestic finance 
charge revenues to produce a $1.0 billion increase over 1986. 

The establishment of a major restructuring reserve and a 
higher LIFO charge were the primary reasons for the decrease 
of $263.0 million in Merchandise Group income for 1988. In Mer¬ 
chandising, pretax costs associated with restructuring of opera¬ 
tions totaled $712.4 million compared with $105.2 million in the 
prior year. Additionally, in Merchandising, the LIFO charge for 
1988 was $126.6 million, an increase of $120.4 million over 
1987. An improvement of $26.2 million in Credit income was 


the result of improved revenues, partially offset by a $94.8 mil¬ 
lion increase in interest expense which resulted from higher 
levels of debt necessary to finance increased average owned 
receivables balances. In International, increased operating in¬ 
come more than compensated for the decrease in gains from 
the sales of properties and costs of $38.7 million associated 
with the restructuring of operations. The net effect of adopting 
SFAS 96 increased Group income $228.9 million. The increase 
includes the cumulative effect of the accounting change less a 
$125.5 million deferred tax benefit which would have been rec¬ 
ognized if SFAS 96 had not been adopted. 

Income in 1987 for the Merchandise Group increased $51.4 
million or 7.0 percent over 1986. Both Merchandising and 
Credit benefited from a reduction in federal tax rates. 
Additionally, in Merchandising, a large decrease in the LIFO 
charge was partially offset by the impact of organizational 
restructuring. In Credit, decreases in both interest expense and 
the provision for uncollectible accounts more than 
compensated for a decrease in finance charge revenues. Income 
in 1987 for International benefited from higher gross margins 
and increased capital gains from sales of properties. 




































Merchandising operations in the United States accounted for 
80.2 percent of Group revenues in 1988. 


$ millions 


1988 

1987 

1986 

Merchandise sales and services 

$24,252.1 

22.894.1 

22,091.5 

Cost of sales, buying and occupancy expenses 

$16,724.7 

15,374.2 

14,918.1 

Ratio to sales 


69.0% 

67.2 

67.5 

Selling and administrative expenses 

$ 

7,110.1 

6,620.7 

6,335.3 

Ratio to sales 


29.3% 

28.9 

28.7 

Nonrecurring expenses (net of profit sharing 





benefit) 

$ 

712.4 

105.2 

— 

Ratio to sales 


2.9% 

0.5 

— 

Operating income (loss) 

$ 

(346.4) 

775.2 

820.6 

Ratio to sales 


(1.4)% 

3.4 

3.7 

Merchandising income 

$ 

194.0 

488.0 

457.9 

Ratio to sales 


0.8% 

2.1 

2.1 

Net sales per square foot (dollars) 

$ 

343 

349 

338 

Merchandise inventories—LIFO basis 

$ 

3,045.5 

3,524.6 

3,481.1 

Merchandise inventories—FIFO basis 

S 

3,789.1 

4,141.6 

4,092.0 

Merchandise on order at Dec. 31 

s 

3,170.3 

3.633.8 

3.606.6 


Merchandising sales and services increased $1,358.0 mil¬ 
lion or 5.9 percent in 1988. Western Auto sales since acquisi¬ 
tion were $809.0 million, representing a 3.5 percent increase in 
Merchandising revenues. In 1987 there was an increase of 3.6 
percent for Merchandising. An analysis of net sales by catego¬ 
ry follows: 



1988 

1987 

1986 

Retail sales and services 

79.0% 

81.6% 

80.5% 

Direct marketing (includes catalog) 

16.5 

17.8 

18.8 

Specialty 

4.5 

0.6 

0.7 

Total net sales 

100% 

100% 

100% 



1988 Merchandising sales and services 


Retail sales 
and services 



Specialty 


Direct marketing 
(includes catalog) 


The ratio of cost of sales, buying and occupancy expenses 
to sales increased 1.8 percent in 1988, following a decrease of 
0.3 percent in 1987. The increase reflected the combined effects 
of lower initial gross margins, higher inventory liquidation 
costs and an increase in the LIFO charge of $120.4 million. In 
1987, the improved results were primarily attributable to a de¬ 
crease in the LIFO charge of $159.5 million when compared to 
the prior year. 

Selling and administrative expenses as a percentage of 
sales rose 0.4 percent in 1988 following a 0.2 percent rise in 
1987. Higher employee insurance expense and reclassification 
of certain items were factors accounting for the current year 
increase. Results for 1987 were negatively impacted by increas¬ 
es in employee benefit-related expenses. 


Nonrecurring expenses totaled $712.4 million in 1988 com¬ 
pared with S105.2 million in 1987. The nonrecurring expenses 
for 1988 reflected the anticipated costs of organizational re¬ 
structuring, headquarters office relocation, and the implementa¬ 
tion of a new marketing strategy which will feature everyday 
low pricing and additional national brands. In 1987, non¬ 
recurring expenses consisted of organizational restructuring 
costs in physical distribution operations, buying activities and 
Business Systems Centers, and retirement incentives in dis¬ 
tressed markets. 

The effective tax rate on current operations was 35.5 per¬ 
cent, compared with 44.5 percent in 1987, reflecting the reduc¬ 
tion in statutory tax rates. The cumulative effect on prior 
years of the change in accounting for income taxes was a bene¬ 
fit of $395.4 million. The 1987 provision for income taxes includ¬ 
ed a $44.4 million benefit from the excess of taxes provided in 
prior years over the taxes paid as a result of the elimination of 
the installment sales method used for tax purposes. 

The major restructuring reserve and a higher LIFO 
charge were the principal reasons for the $294.0 million de¬ 
crease in Merchandising income for 1988, compared to an in¬ 
crease in income of $30.1 million in 1987. Results for 1988 were 
positively impacted by a reduction in income tax rates and the 
cumulative effect on prior years from the implementation of 
SFAS 96. In 1987, increases in selling and administrative ex¬ 
pense were more than offset by the decrease in LIFO charge 
component of cost of sales, buying and occupancy expense and 
the decrease in income tax expense. 

Everyday low pricing was established in all Sears retail 
stores and catalogs effective March 1, 1989, following a year¬ 
long study of this pricing strategy. Relying less on sales and 
more on everyday values, the new strategy should allow more 
predictability in merchandise replenishment and warehousing, 
eliminate excessive price marking and other promotional costs, 
and allow more staffing to be directed toward serving the 
customer. 

Brand Central, the first "power format,” was introduced 
during 1988 in 18 Indiana and Kentucky Sears stores. This 
home appliance and home electronics "superstore within the 
store” features an expanded product assortment including 
more than 50 national brands. The Brand Central concept will 
be introduced in approximately 400 stores during 1989. Power 
formats are being developed in all key areas. Carpet 
departments were converted in early 1989 and feature well 
known national brands. A new childrens store was introduced 
in March 1989. Other areas targeted for the new format 
include automotive, lawn and garden, home improvement, 
home fashions, men’s clothing, and women’s apparel. 

























SEARS MERCHANDISE GROUP 


ANALYSIS OF OPERATIONS continued 


Credit operations in the United States contributed the follow¬ 
ing: 


$ millions 


1988 

1987 

1986 

Customer receivable balances at Dec. 31 

$13,258.6 

13,227.1 

11,714.3 

Average owned receivables balance 

$12,751.3 

11,738.2 

11,785.2 

Balances sold at Dec. 31 

$ 

1,620.1 

831.5 

2,247.3 

Average account balance (dollars) 

$ 

554 

515 

497 

Finance charge and other revenues 

$ 

2,260.2 

2.010.8 

2,068.5 

Credit sales as a percentage of gross sales 


58.9% 

58.6 

60.6 

Discover sales as a percentage of gross sales 


6.1% 

5.2 

2.0 

Yield on receivables 


17.3% 

17.4 

17.6 

Provision for uncollectible accounts 

S 

329.1 

291.3 

349.8 

Ratio to credit sales 


1.93% 

1.75 

2.08 

Ratio of net charged-off accounts to credit 





sales 


1.71% 

1.69 

1.62 

Percentage of accounts delinquent three or 





more months to total 


1.03% 

1.02 

1.26 

Interest expense 

$ 

871.3 

776.5 

819.0 

Credit income 

$ 

289.3 

263.1 

253.2 

Ratio to credit sales 


1.7% 

1.6 

1.5 


Credit revenues were up 12.4 percent in 1988 following a 
2.8 percent decrease in 1987. The improvement in 1988 was 
primarily due to an increase in average owned receivables bal¬ 
ances. 

The provision for uncollectible accounts increased 13.0 per¬ 
cent in 1988 following a decrease of 16.7 percent in 1987. The 
unfavorable change was primarily attributable to an increase 
in bankruptcies. A rise in debt necessary to finance the higher 
owned receivable balances resulted in an increase of 12.2 per¬ 
cent in interest expense, following a decrease of 5.2 percent in 
1987. The effective income tax rate decreased to 37.2 percent 
in 1988 from 43.2 percent in 1987, reflecting the lower statuto¬ 
ry tax rates. The cumulative effect on prior years of the 
change in accounting for income taxes was a charge of S35.5 
million. 


Credit income rose 10.0 percent in 1988 following a rise of 
3.9 percent in 1987. The improvement in 1988 was primarily 
attributable to the increase in finance charge revenues which 
more than offset the increases in the provision for uncollectible 
accounts, interest expense and the cumulative effect of imple¬ 
menting SFAS 96. For 1987 the improvement in income was 
principally the result of the decreases in the provision for 
uncollectible accounts, interest expense and income tax ex¬ 
pense. 

International operations are conducted in Canada and Mexico. 
Revenues of International operations translated to U.S. dollars 
totaled $3.7 billion in 1988, up 17.7 percent over the 1987 total 
of S3.2 billion. The 1987 total represented an increase of 9.1 
percent over total revenues of $2.9 billion in 1986. In Canadian 
dollars, Sears Canada revenues rose 7.2 percent in 1988 and 
3.8 percent in 1987. Favorable translation adjustments account¬ 
ed for the balance of the U.S. dollar increase. In Mexico, infla¬ 
tion continued to exceed the rate of devaluation and was the 
primary contributor to the 60.3 percent revenue increase. 

Income after minority interest for International opera¬ 
tions increased 13.2 percent to $41.1 million in 1988, compared 
with $36.3 million in 1987 and $24.9 million in 1986. The improve¬ 
ment in 1988 was the result of sales increases, better operat¬ 
ing results and favorable translation adjustments, partially 
offset by nonrecurring expenses and the $8.8 million cumula¬ 
tive effect of implementing SFAS 96. In 1987, the increase was 
the result of improved operating results, increased capital 
gains on property sales and favorable translation adjustments. 












[statements of financial position 


millions 


December 31 


1988 

1987 

Assets 



Current assets 



Cash 

$ 392.4 

$ 531.4 

Retail customer receivables (note 1) 

14,826.4 

14,363.7 

Less: Allowance for uncollectible accounts and unearned finance charges 

349.6 

328.1 


14,476.8 

14,035.6 

Other receivables 

291.9 

244.6 

Inventories 

3,715.5 

4,115.3 

Prepaid expenses and deferred charges 

474.8 

512.2 

Total current assets 

19,351.4 

19,439.1 

Property and equipment 



Land 

266.3 

248.2 

Buildings and improvements 

3,316.3 

3,109.5 

Furniture, fixtures and equipment 

3,302.9 

3,061.3 

Capitalized leases 

317.2 

298.8 


7,202.7 

6,717.8 

Less accumulated depreciation 

3,486.8 

3,245.9 

Total property and equipment, net 

3,715.9 

3,471.9 

Investments in and advances to unconsolidated companies 

60.3 

69.7 

Other assets 

578.9 

235.1 

Total assets 

23,706.5 

23,215.8 

Liabilities 



Current liabilities 



Short-term borrowings 

4,874.8 

4,225.8 

Accounts payable and other liabilities 

3,635.4 

2,779.3 

Unearned maintenance agreement income 

930.4 

857.9 

Deferred income taxes 

32.6 

— 

Other taxes 

383.0 

359.6 

Total current liabilities 

9,856.2 

8,222.6 

Long-term debt and capitalized lease obligations 

7,600.7 

6,877.5 

Deferred income taxes 

561.5 

1,551.0 

Minority interest and other 

289.8 

247.5 

Total liabilities 

18,308.2 

16,898.6 

Capital 

$ 5,398.3 

$ 6,317.2 


See notes to Consolidated and Sears Merchandise Group summarized financial statements. 



























SEARS MERCHANDISE GROUP 


STATEMENTS OF CASH FLOWS 


millions Year Ended December 31 



1988 

1987 

1986 

Cash flows from operating activities 




Group income 

% 524.4 

$ 787.4 

$ 736.0 

Adjustments to reconcile group income to net cash provided by operating activities: 




Depreciation, amortization and other noncash items 

426.4 

351.9 

357.2 

Provision for uncollectible accounts 

353.7 

302.8 

359.1 

Increase (decrease) in deferred taxes 

(626.0) 

(294.9) 

109.6 

Cumulative effect of change in accounting for income taxes 

(351.1) 

— 

— 

Increase in retail customer receivables 

(647.2) 

(1,923.6) 

(516.8) 

Decrease (increase) in merchandise inventories 

642.0 

(82.9) 

74.3 

Decrease (increase) in other operating assets 

(123.1) 

174.9 

(189.6) 

Increase in other operating liabilities 

785.8 

490.9 

194.1 

Net cash provided by (used ini operating activities 

984.9 

(193.5) 

1,123.9 

Cash flows from investing activities 




Net purchases of property and equipment 

(430.5) 

(306.8) 

(258.4) 

Purchase of companies, net of cash acquired 

(260.7) 

(33.9) 

— 

Net sales of investments 

28.3 

40.0 

89.9 

Net cash used in investing activities 

(662.9) 

(300.7) 

(168.5) 

Cash flows from financing activities 




Net increase (decrease) in long-term debt 

517.2 

(452.6) 

(494.1) 

Net increase in short term borrowings (under 90 days) 

65.5 

21.2 

39.6 

Proceeds from short-term borrowings (over 90 days) 

658.5 

2,081.6 

426.6 

Repayments of short term borrowings (over 90 days) 

(218.1) 

(73.8) 

(56.5) 

Dividends paid to Corporate 

(361.9) 

(285.6) 

(254.3) 

Net capital transfers to Corporate 

(1,120.4) 

(843.9) 

(416.1) 

Net cash provided by (used in) financing activities 

(459.2) 

446.9 

(754.8) 

Effect of exchange rate changes on cash 

(1.8) 

(14.7) 

(12.8) 

Net increase (decrease) in cash 

% (139.0) 

$ (62.0) 

$ 187.8 

Cash at beginning of year 

$ 531.4 

$ 593.4 

S 405.6 

Cash at end of y ear 

m 

% 392.4 

$ 531.4 

S 593.4 


See notes to Consolidated and Sears Merchandise Group summarized financial statements. 


ANALYSIS OF FINANCIAL CONDITION 


Net cash provided by operating activities in 1988 was 
$984.9 million, an increase of $1.2 billion over 1987. The im¬ 
proved results reflect the impact of reduced inventory levels 
and owned receivable balances that increased at a lesser rate 
than in 1987. The decline in deferred taxes reflects the elimina¬ 
tion of the installment method of reporting credit sales for tax 
purposes and the impact of the implementation of SFAS 96. 

Cash generated from current year operations was used to 
finance additions to property and equipment, wfith the excess 
being remitted to Corporate in the form of dividends and other 
capital transfers. Increased borrowings were used to finance 
Specialty Merchandising acquisitions and additional customer 
receivables. 


Domestic stores in operation at the end of the year are 
summarized below: 



1988 

1987 

1986 

Department stores 

824 

813 

806 

Paint and Hardware stores 

101 

77 

32 

Catalog outlet stores 

112 

109 

107 

Western Auto 

424 

— 

— 

Eye Care Centers of America 

100 

41 

— 

Business Systems Centers 

59 

60 

102 

Pinstripes Petites 

29 

— 

— 

Total 

Gross square feet (millions) 

1,649 

122.8 

1,100 

116.4 

1,047 

115.3 


In addition to the units listed above, Direct Marketing op¬ 
erates 603 catalog sales offices, supervises 1,700 independent 
sales merchants and has opened three telecatalog centers 
which offer nationwide toll-free service for taking catalog 
orders. 

































SEARS MERCHANDISE GROUP 

ANALYSIS OF FINANCIAL CONDITION continued 


During 1988, 31 stores were opened, 13 in new markets 
and 18 relocations. The total included 19 stores opened under 
the market-driven concept, a program to increase Sears pres¬ 
ence in smaller markets. To provide additional growth to the 
Sears Merchandise Group through acquisition and development 
of new businesses, Sears Specialty Merchandising was formed 
in 1987 and acquired Eye Care Centers of America, Inc. 
Pinstripes Petites, Inc. and Western Auto Supply Company 
were acquired in 1988. The number of stores in operation for 
these businesses is listed in the above table. 


Planned capital expenditures for 1989 for domestic op¬ 
erations are $631 million. Approximately $293 million will be 
used for 53 new and relocated stores (including 34 stores un¬ 
der the market-driven concept), 68 new paint and hardware 
stores and 90 new stores in the Specialty Merchandising busi¬ 
nesses. The balance of the planned expenditures are for data 
processing equipment, distribution modernization, remodeling 
existing facilities and normal replacement of operating equip¬ 
ment. 


NOTES TO SUMMARIZED FINANCIAL STATEMENTS 


Summary of significant accounting policies 


Basis of presentation 

The financial statements of Sears Merchandise Group in¬ 
clude domestic and international merchandising and customer 
credit operations and certain wholly owned domestic subsidiar¬ 
ies directly related to retail distribution. The results of West¬ 
ern Auto Supply Company are included since the date of its 
acquisition, increasing revenues $809.0 million in 1988. The 
International operations consist of Sears Canada and Sears 
Mexico, which are 61.4 and 100 percent owned, respectively. 

Inventories 

Inventories of the domestic operations are primarily val¬ 
ued at the lower of cost (using the last-in, first-out—LIFO meth¬ 
od) or market by application of the Bureau of Labor Statistics 
price indices to inventories at their selling value. The LIFO 
method of inventory valuation is used to better match costs 
and revenues. In 1988, 1987 and 1986, the LIFO adjustments 
to costs of sales were charges of $126.6, $6.2 and $165.7 
million, respectively. During 1988, inventories valued under 
the LIFO method were partially liquidated, resulting in a $97.1 
million reduction in the current year charge. If the first-in, 
first-out (FIFO) method of inventory valuation had been used 
instead of the LIFO method, inventories would have been 
$743.6 and $617.0 million higher at Dec. 31, 1988 and 1987, 
respectively. 

Inventories of International operations, Specialty Merchan¬ 
dising acquisitions and Puerto Rico, which represent approxi¬ 
mately 24.7 percent of Group inventories, are stated at the low¬ 
er of cost (FIFO basis) or market. 

Debt and related interest expense 

Group debt includes borrowings by International sub¬ 
sidiaries in their respective countries. The debt of the domestic 
operations used to fund customer receivables is legally the re¬ 
sponsibility of Sears, Roebuck and Co., Sears Roebuck Accep¬ 


tance Corp. (SRAC) or Sears Overseas Finance N.V. (SOFNV), 
and amounted to $10.3 and $9.7 billion at Dec. 31, 1988 and 
1987, respectively. Allocation of short-term and long-term debt 
is based on the proportionate composition of the pooled Corpo¬ 
rate debt, and interest expense on the average debt outstand¬ 
ing is charged at a rate equal to the average cost of all funds 
borrowed by Sears, Roebuck and Co., SRAC and SOFNV. 

1. Retail customer receivables 

At December 31, 1988 the Group’s retail customer 
receivables have been reduced by $1.5 billion of credit accounts 
sold through the use of asset-backed securities. The credit ac¬ 
count pass-through certificates were sold during 1988 through 
Sears Receivables Financing Group, Inc., a wholly owned sub¬ 
sidiary at an average effective interest rate of 9.2 percent. The 
Group earns a fee for administering the sold accounts. 

In 1986, the Group sold selected revolving charge account 
balances with proceeds of $1.8 billion received. As of Dec. 31, 
1988 and 1987, the aggregate outstanding balances in such ac¬ 
counts were $120.1 and $831.5 million, respectively. The sales 
were made under an agreement in which account balances 
were sold on a revolving basis. The commitment to purchase 
additional account balances was terminated in May 1987. The 
receivables were sold with a limited repurchase liability for bal¬ 
ances ultimately determined to be uncollectible. The purchaser 
receives all cash collections and finance charge revenues and 
the Group earns a fee for administering the accounts sold. 

Retail customer receivables shown in the accompanying 
statements of financial position include approximately $4.5 bil¬ 
lion of domestic accounts and $404.7 million of foreign ac¬ 
counts at Dec. 31, 1988 which will not become due within one 
year. These receivables are expected to earn finance charge 
revenue at annual percentage rates ranging from 11.0 to 21.0 
percent for the domestic accounts and 28.8 percent for the Ca¬ 
nadian accounts. 






ALLSTATE INSURANCE GROUP 


STATEMENTS OF INCOME 


millions 


Year Ended December 31 


1988 

1987 

1986 

Revenues 




Property-liability insurance premiums earned 

$11,924.4 

$10,501.5 

$8,831.2 

Life-health insurance premium income and contract charges 

962.2 

820.6 

585.7 

Investment income, less investment expense (note 1) 

1,780.8 

1,396.0 

1,155.1 

Realized capital gains 

184.9 

272.8 

151.3 

Non-insurance revenues 

71.4 

64.3 

55.5 

Total revenues 

14,923.7 

13,055.2 

10,778.8 

Costs and expenses 




Property-liability insurance claims and claims expense 

9,651.9 

8,513.2 

7,294.8 

Life-health insurance policy benefits 

1,195.7 

826.7 

519.3 

Policy acquisition costs (note 2) 

2,358.2 

2,063.0 

1,761.5 

Other operating costs and expenses 

852.4 

760.1 

593.2 

Total costs and expenses 

14,058.2 

12,163.0 

10,168.8 

Income from continuing operations before income taxes, minority interest and equity in net income of 




unconsolidated companies 

865.5 

892.2 

610.0 

Income tax benefit 




Current operations 

(45.1) 

(15.8) 

(135.8) 

Benefit of fresh start adjustment from the Tax Reform Act of 1986 

— 

(128.0) 

— 

Equity in net income of unconsolidated companies 

4.5 

12.3 

.2 

Minority interest 

(1.5) 

(3.0) 

(2.1) 

Income from continuing operations 

913.6 

1,045.3 

743.9 

Discontinued operations 




Operating loss, less income tax benefit of $45.9, $104.3 and $3.2 

(86.8) 

(99.3) 

(6.2) 

Loss on disposal, less income tax benefit of $30.2 

(58.6) 

— 

— 

Income before cumulative effect of accounting change 

768.2 

946.0 

737.7 

Cumulative effect of change in accounting for income taxes 

184.5 

— 

— 

Group income 

$ 952.7 

S 946.0 

$ 737.7 


See notes to Consolidated and Allstate Insurance Group summarized financial statements. 


ANALYSIS OF OPERATIONS 

The Allstate Insurance Group financial results reflect the 
implementation of new accounting standards for income taxes 
and certain life insurance contracts, as discussed in note 1 to 
the consolidated financial statements. In addition, Allstate dis¬ 
continued its group life-health business in the fourth quarter of 
1988. The effects on revenues and net income are set forth in 
the analyses of the property-liability and life-health operations. 

Property-Liability Operations 

Premiums written increased 11.8 percent in 1988 com¬ 
pared with a 16.1 percent increase in 1987. The increases re¬ 
flect growth in unit sales, high policyholder renewals, and 
higher average premiums. Base rate increases were moderate 
for personal insurance and minimal for business insurance as 
significant competition continued in the industry. Personal 
lines accounted for 88 percent of Allstate's property-liability 
business in 1988, whereas personal lines represent approximate¬ 
ly 44 percent of the industry’s business. 


Supplementary income statement information 


$ millions 

1988 

1987 

1986 

Premiums written 

$12,303.3 

11,002.4 

9,476.3 

Premiums earned 

$11,924.4 

10,501.5 

8,831.2 

Claims and claims expense 

$ 9.651.9 

8,513.2 

7,294.8 

Claims and claims expense ratio 

81.0% 

81.1 

82.6 

Underwriting expenses 

$ 2,831.0 

2,470.6 

2.063.1 

Underwriting expense ratio 

23.7% 

23.5 

23.4 

Underwriting loss 

$ (558.5) 

(482.3) 

(526.7) 

Combined ratio 

104.7% 

104.6 

106.0 

Investment income, less expense 

$ 1,098.9 

985.4 

867.1 

Realized capital gains, after tax 

S 114.2 

160.7 

92.5 

Income tax benefit on operations (exclud- 




ing tax on realized capital gains) 

$ (168.0) 

(170.2) 

(227.4) 

Income before nonrecurring credits 

$ 783.9 

800.1 

631.2 

Nonrecurring income tax (benefits) 




Fresh start 

$ - 

(128.0) 

— 

SFAS 96 accounting change 

$ (194.5) 

— 

— 

Net income 

$ 978.4 

928.1 

631.2 


































ANALYSIS OF OPERATIONS continued 


Property-liability premiums earned 

(milhons> Passenger Auto Homeowners Other 


88 


87 


86 


$8,448 


$7,430 


1,963 

1,513 | 




$6,321 1.507 







«W* -ffc 




* is 


1,003 




The property-liability insurance industry reversed the 
trend of reduced underwriting losses as the industry combined 
ratio climbed from 104.5 percent in 1987 to an estimated 105.4 
percent in 1988. Allstate’s combined ratio for 1988 was 104.7, 
virtually unchanged from 1987. Automobile claim frequency 
and severity increased and weather related property losses al¬ 
so increased. Thus, personal lines underwriting losses trended 
upward. Improvements in reinsurance and mortgage insurance 
lines helped offset the downturn in personal lines results. 

Pretax net investment income increased $113.5 million or 
11.5 percent in 1988 compared with a $118.3 million increase in 
1987. The increases were the result of the strong cash flow 
from insurance operations. Net investment income was 9.2 per¬ 
cent of premiums earned in 1988 compared with 9.4 and 9.8 
percent in the two prior years. Realized capital gains, after 
tax, decreased to $114.2 million in 1988 compared with the 
very high level of $160.7 million in 1987 when Allstate took 
advantage of favorable market conditions early in the year. 

Income for the property-liability operations before 
nonrecurring credits, the accounting change and fresh start 
tax benefits, decreased $16.2 million in 1988 after a $168.9 mil¬ 
lion increase in 1987. In 1988, the effects of increased underwrit¬ 
ing losses, reduced tax benefits and lower capital gains were 
substantially offset by higher investment income. See note 4 
for a discussion of pending legal proceedings. 


Life-Health Operations 

Supplementary income statement information: 


S millions 

1988 

1987 

1986 

Premium income 




Prior to restatement 

$ 4,571.2 

3,543.9 

2,541.8 

SFAS 97 accounting change 

$(2,493.6) 

(1,503.4) 

(1,019.6) 

Discontinued operations 

$(1,115.4) 

(1,219.9) 

(936.5) 

Premium income and contract charges restated 

$ 962.2 

820.6 

585.7 

Investment income, less expense 

$ 681.9 

410.6 

288.0 

Realized capital gains, after tax 

$ 7.8 

19.3 

16.4 

Income taxes on operations (excluding tax on 




realized capital gains) 

$ 60.0 

62.7 

48.2 

Income (loss) 




Continuing operations prior to SFAS 97 




restatement 

$ 133.7 

134.2 

123.5 

SFAS 97 restatement 

$ (7.1) 

(16.6) 

(12.7) 

Continuing operations 

$ 126.6 

117.6 

110.8 

SFAS % accounting change 

$ (10.0) 

— 

— 

Discontinued operations 

$ (145.4) 

(99.3) 

(6.2) 

Net income (loss) 

$ (28.8) 

18.3 

104.6 


During 1988, Allstate made the strategic decision to exit 
the group life-health business and focus its resources on indi¬ 
vidual life insurance and annuity products, pensions and direct 
response marketing. Accordingly, all premiums and expenses 
of the group life-health business have been removed from re¬ 
sults of continuing operations and shown as a discontinued op¬ 
eration. In total, 1988 results were negatively affected by 
$145.4 million of group life-health losses compared to $99.3 mil¬ 
lion of losses in 1987 and a slight loss in 1986. The 1988 loss 
includes an after tax charge of $58.6 million related directly to 
the decision to exit the business. 

With the adoption of SFAS 97, life insurance premium in¬ 
come is no longer the critical measure of growth as premiums 
for universal life-type policies and investment products are no 
longer reported as premium income. Under SFAS 97, policy 
charges and fees are the significant component of revenues for 
these products. Life revenues have been restated to reflect 
these changes. On the new basis premium income and contract 
charges increased 17.3 percent following an increase of 40.1 
percent in 1987 when growth in certain annuity products accel¬ 
erated. 

Another measure of growth of the life operations is the 
increase in assets under management which are the invest¬ 
ments Allstate has made with the proceeds from the sale of 
investment oriented products. Since 1986, assets under manage¬ 
ment have more than tripled from $1.69 billion to $6.63 billion 
at the end of 1988. 

Assets under management 

(millions) 

^ $6,625 



Income from continuing operations was $126.6 million in 
1988 compared with $117.6 million in 1987 and $110.8 million in 

1986. Included in net income are after tax capital gains of $7.8 
million in 1988 and $19.3 million in 1987. With the withdrawal 
from the group life-health business completed, income from con¬ 
tinuing operations is indicative of results which could be expect¬ 
ed in the future. After reflecting the discontinued operations 
and the income tax accounting change, net income for 1988 
was a $28.8 million loss compared with a $18.3 million profit in 

1987. 







































ALLSTATE INSURANCE GROUP_ 

STATEMENTS OF FINANCIAL POSITION 


millions 


December 31 


1988 

1987 

Assets 



Investments (note 1) 



Bonds and redeemable preferred stocks, at amortized cost (market $17,203.9 and $14,086.8) 



State and municipal 

$11,640.5 

$10,244.3 

Other 

5,354.5 

3,761.9 


16,995.0 

14,006.2 

Common and preferred stocks, at market (cost $1,915.3 and $2,363.0) 

2,156.8 

2,572.5 

Mortgage loans 

3,507.6 

2,309.7 

Short-term 

1,444.7 

601.1 

Other 

655.3 

636.3 

Total investments 

24,759.4 

20,125.8 

Premium installment receivables 

1,659.8 

1,525.5 

Deferred policy acquisition costs (note 2) 

927.4 

781.2 

Property and equipment, net 

663.7 

552.0 

Accrued investment income 

487.1 

396.9 

Cash 

156.0 

148.0 

Investments in unconsolidated companies 

154.4 

132.9 

Other 

899.9 

857.6 

Total assets 

29,707.7 

24,519.9 

Liabilities 



Reserve for property-liability insurance claims and claims expense (note 3) 

9,000.9 

7,864.7 

Reserve for life-health insurance policy benefits 

8,323.3 

5,300.7 

Unearned premiums 

4,245.7 

3,874.1 

Claim payments outstanding 

386.5 

369.1 

Income taxes 

— 

209.5 

Other liabilities and accrued expenses 

1,538.8 

1,377.2 

Total liabilities 

23,495.2 

18,995.3 

Capital (note 1) 

$ 6,212.5 

$ 5,524.6 


See notes to Consolidated and Allstate Insurance Group summarized financial statements. 

ANALYSIS OF FINANCIAL CONDITION 


Allstate’s primary sources of new cash flow are insurance 
premiums, new assets under management and investment in¬ 
come. Most insurance premiums and deposits are received in 
advance of the time claims and policyholder benefits are paid. 
The resulting cash flow is invested until required for opera¬ 
tions. New funds from operations and financing totaled $4.62 
billion for 1988, an increase of 22.2 percent from the $3.78 bil¬ 
lion from operations in 1987. 

NOTES TO SUMMARIZED FINANCIAL STATEMENTS 

Summary of significant accounting policies 


Basis of presentation 

The financial statements of Allstate Insurance Group in¬ 
clude property-liability insurance, life-health insurance and ad¬ 
junct business operations such as Allstate Motor Club. 

The financial statements have been prepared on the basis 
of generally accepted accounting principles which vary from 
statutory accounting principles prescribed or permitted by reg¬ 
ulatory authorities. On a statutory basis, capital of the proper¬ 
ty-liability operations was $4.2 and $3.9 billion and capital of 
the life-health operations was $425.8 and $405.5 million at Dec. 
31, 1988 and 1987, respectively. 


Cash flow from property-liability operations is primarily 
invested in tax-exempt state and municipal bonds. Cash flow 
from life-health operations is primarily invested in taxable 
fixed income securities to support the interest-sensitive 
products. Dividends paid to Corporate during the last three 
years have averaged 35.9 percent of Group income for the 
same period. 


Investments 

Bonds, redeemable preferred stocks and mortgage loans 
are carried at amortized cost; other preferred and common 
stocks are carried at quoted market values; other investments, 
which include real estate, are primarily accounted for by the 
equity method. 

The difference between cost and market value of common 
and non-redeemable preferred stocks, less deferred income tax¬ 
es and minority interest, is reflected in capital. Realized capital 
gains and losses are determined on a specific identification 
basis. 
























STATEMENTS OF CASH FLOWS 


millions Year Ended December 31 



1988 

1987 

1986 

Cash flows from operating activities 




Group income 

$ 952.7 

$ 946.0 

$ 737.7 

Adjustments to reconcile group income to net cash provided by operating activities: 




Depreciation 

87.9 

66.2 

51.2 

Gains on sale of property and investments 

(187.5) 

(282.4) 

(163.3) 

Increase in insurance reserves 

2,032.6 

1,996.0 

1,172.4 

Increase (decrease) in deferred taxes 

(43.6) 

(274.5) 

16.3 

Cumulative effect of change in accounting for income taxes 

(184.5) 

— 

— 

Increase in other operating assets 

(351.4) 

(423.9) 

(475.0) 

Increase in other operating liabilities 

519.9 

965.1 

916.5 

Net cash provided by operating activities 

2,826.1 

2,992.5 

2,255.8 

Cash flows from investing activities 




Proceeds from sales of investments 

3,535.6 

1,815.9 

1,638.2 

Purchases of investments 

(5,902.4) 

(4,757.7) 

(3,554.8) 

Collections on mortgage loans 

498.7 

472.9 

433.2 

Loans made for mortgages 

(1,702.1) 

(1,207.3) 

(859.2) 

Net change in short term investments 

(843.6) 

18.5 

(271.8) 

Net purchases of property and equipment 

(194.0) 

(188.1) 

(121.8) 

Net cash used in investing activities 

(4,607.8) 

(3,845.8) 

(2,736.2) 

Cash flows from financing activities 




Payments received under investment contracts 

2,101.8 

1,118.4 

778.1 

Interest credited to investment contracts 

332.0 

177.9 

115.6 

Payments on maturity of investment contracts and other charges 

(307.5) 

(166.0) 

(110.3) 

Dividends paid to Corporate 

(336.6) 

(346.2) 

(262.7) 

Net cash provided by financing activities 

1,789.7 

784.1 

520.7 

Net increase (decrease) in cash 

$ 8.0 

$ (69.2) 

$ 40.3 

Cash at beginning of year 

$ 148.0 

$ 217.2 

$ 176.9 

Cash at end of year 

$ 156.0 

$ 148.0 

$ 217.2 


See notes to Consolidated and Allstate Insurance Group summarized financial statements. 


Property-liability insurance 

Premiums are deferred and earned on a pro rata basis 
over the terms of the policies. Certain costs of acquiring insur¬ 
ance business, principally agents’ compensation and premium 
taxes, are deferred and amortized to income as premiums are 
earned. 

The reserve for claims and claims expense is an accumula¬ 
tion of the estimated amounts, net of estimated salvage and 
subrogation recoveries, necessary to settle outstanding claims, 
based upon the facts in each case and Allstate’s experience 
with similar cases. 

Life-health insurance 

Premiums for traditional life and individual health insur¬ 
ance are recognized as revenue when due. Revenues on univer¬ 
sal life-type contracts are comprised of contract charges and 
fees which are recognized when assessed against the policyhold¬ 
er account balance. Investment contracts do not involve sub¬ 
stantial risk of policyholder mortality and the payments re¬ 
ceived under such contracts are recorded as interest-bearing 
liabilities. Policy benefit reserves for traditional life, health and 
group disability are computed on the basis of assumptions as 
to future investment yields, mortality, morbidity and expenses. 
These assumptions, which for traditional life are applied using 


the net level premium method, include provisions for adverse 
deviation and generally vary by such characteristics as plan, 
year of issue and policy duration. Claim reserves, including in¬ 
curred but not reported claims, represent management’s esti¬ 
mate of the ultimate liability associated with unpaid policy 
claims, based primarily upon analysis of past experience. Poli¬ 
cy benefit reserves for universal life-type contracts are estab¬ 
lished using the retrospective deposit method. Under this meth¬ 
od, liabilities are equal to the account balance that accrues to 
the benefit of the policyholder. 

Certain costs of acquiring insurance business, principally 
agents’ compensation, certain underwriting costs and direct 
mail solicitation expenses, are deferred and amortized to in¬ 
come in proportion to the estimated revenues on such business. 
For universal life-type and investment contracts, the costs are 
amortized in relation to the estimated gross profits on such 
business. 

Related party transactions 

Insurance premiums include transactions with Sears, Roe¬ 
buck and Co. and other affiliates. The effect on Group revenues 
and income is not material. 



















ALLSTATE INSURANCE GROUP 

NOTES TO SUMMARIZED FINANCIAL STATEMENTS continued 



1. Investments 


Investment income by category 7 of investment was as 
follows: 


millions 

Year 

Ended December 31 


1988 

1987 

1986 

Bonds and redeemable preferred stocks 




State and municipal 

$ 927.4 

$ 831.6 

$ 726.8 

Other 

370.4 

255.4 

176.6 


1,297.8 

1,087.0 

903.4 

Common and preferred stocks 

119.8 

76.8 

61.0 

Mortgage loans 

282.4 

181.7 

142.0 

Short-term 

105.9 

65.7 

57.7 

Other 

16.3 

15.1 

14.8 

Investment income, before expense 

1,822.2 

1,426.3 

1,178.9 

Investment expense 

41.4 

30.3 

23.8 

Investment income, less investment expense 

$1,780.8 

$1,396.0 

$1,155.1 


At Dec. 31, 1988, the carrying value of all investments, 
excluding common and preferred stocks, that were non-income 
producing during 1988 was $28.4 million. 

Realized capital gains (losses), less income taxes, and 
changes in unrealized net capital gains, less applicable tax 
effect and minority interest, for bonds and stocks were as 
follows: 


millions 

Year Ended December 31 


1988 

1987 

1986 

Bonds and redeemable preferred stocks 




Realized 

$ 5.1 

$ 9.7 

$ (.8) 

Change in unrealized 

83.7 

(525.3) 

668.2 

Common and preferred stocks 




Realized 

116.3 

169.0 

145.1 

Change in unrealized 

30.6 

(224.7) 

28.0 


Unrealized capital gains and losses on common and pre¬ 
ferred stocks included in capital at Dec. 31, 1988 were as 
follows: 


millions 


Cost 


Market Gross Unrealized 
Value Gains (Losses) 


Net 

Unrealized 

Gains 

(Losses) 


Common and preferred 

stocks _ $1,915.3 $2,156.8 $375.6 $(134.1) 

Deferred income tax and minority interest 
Total 


$241.5 

(71.5 ) 

$170.0 


2. Deferred policy acquisition costs 

Policy acquisition costs deferred and amortized to income 
were as follows: 


millions 

Year Ended December 31 


1988 

1987 

1986 

Costs deferred and amortized 

Amount deferred 

Amount amortized to income 

$1,684.9 

1,538.7 

$1,492.7 

1,363.0 

$1,263.8 

1,136.7 


3. Reinsurance 

Allstate assumes and cedes insurance to participate in the 
reinsurance market, limit maximum losses and minimize expo¬ 
sure on large risks. Reinsurance ceded arrangements do not 
discharge Allstate as the primary insurer. 

Reserves for insurance claims and policy benefits are 
shown net of amounts recoverable from other insurers of $1.2 
and $1.1 billion at Dec. 31, 1988 and 1987, respectively. Insur¬ 
ance premiums assumed totaled $694.1 and $533.3 million in 
1988 and 1987, respectively. Insurance premiums ceded totaled 
$837.6 and $362.8 million for the same periods. 

4. Pending legal proceedings 

On November 8, 1988 the voters of California approved 
Proposition 103 which would make a number of changes con¬ 
cerning the conduct of insurance business in the State. A signif¬ 
icant provision (“rollback provision’') requires certain proper¬ 
ty-liability insurance rates currently in effect for policies writ¬ 
ten after November 8, 1988 to be adjusted to November 8, 

1987 rates and reduced by 20 percent. The California Supreme 
Court has stayed this provision while its constitutionality is 
under review. The ultimate constitutionality of the rollback pro¬ 
vision is not ascertainable at this time. In the opinion of man¬ 
agement and counsel, the rollback provision will not be applica¬ 
ble to Allstate. 

Property-liability premiums earned in California in 1988 
were $1.7 billion. Should the rollback provision be constitution¬ 
al and apply to Allstate, an insignificant amount of premium 
earned in 1988 on the affected policies would be refundable. 
However, Allstate’s future property-liability premium revenues 
and Group income will be materially adversely affected. The 
magnitude of this adverse impact is not presently determina¬ 
ble. 

































DEAN WITTER FINANCIAL SERVICES GROUP 

STATEMENTS OF INCOME 


millions Year Ended December 31 



1988 

1987 

1986 

Revenues 




Interest 

$1,938.6 

$1,590.7 

$1,166.6 

Commissions 

617.4 

763.0 

757.6 

Asset management 

378.2 

350.1 

260.7 

Investment banking 

318.4 

274.8 

255.8 

Trading 

242.7 

279.2 

275.7 

Other operating revenues 

262.6 

188.1 

94.6 

Total revenues 

3,757.9 

3,445.9 

2,811.0 

Costs and expenses 




Interest 

1,221.5 

1,157.0 

964.5 

Personnel 

1,179.8 

1,184.4 

1,063.8 

Other operating costs and expenses 

1,206.9 

1,148.8 

803.2 

Total costs and expenses 

3,608.2 

3,490.2 

2,831.5 

Income (loss) before income taxes 

149.7 

(44.3) 

(20.5) 

Income taxes (benefit) 

62.1 

(3.5) 

(7.1) 

Income before cumulative effect of accounting change 

87.6 

(40.8) 

(13.4) 

Cumulative effect of change in accounting for income taxes 

(2.1) 

— 

— 

Group income (loss) 

$ 85.5 

$ (40.8) 

$ (13.4) 


See notes to Consolidated and Dean Witter Financial Services Group summarized financial statements. 


ANALYSIS OF OPERATIONS 


Revenues of Dean Witter Financial Services Group in¬ 
creased 9.1 percent in 1988 and 22.6 percent in 1987 over the 
respective prior years. The 1988 increase was primarily due to 
increased interest and fee revenues for Discover Card, partial¬ 
ly offset by lower commissions and interest in securities-relat- 
ed activities. The 1987 increase was primarily due to increased 
interest and fee revenues for Discover Card, as well as in¬ 
creased asset management fees and corporate underwriting 
fees in securities-related activities. 

The income reported by the Group in 1988 represented a 
$126.3 million improvement over 1987 due to Discover Card 
achieving profitability for the first time in 1988. Also, despite 
the lower retail securities volume in 1988, securities-related in¬ 
come was only moderately below 1987 levels. The loss reported 
by the Group in 1987 was $27.4 million greater than the 1986 
loss primarily due to Discover Card start-up costs. 


Securities-related activities accounted for 66.0 percent of 
Group revenues in 1988 compared with 79.7 percent in 1987. 
Statements of income follow: 


millions 

1988 

1987 

1986 

Interest 

$ 863.2 

$ 986.4 

$ 938.1 

Commissions 

617.4 

763.0 

757.6 

Asset management 

378.2 

350.1 

260.7 

Investment banking 

318.4 

274.8 

255.8 

Trading 

242.7 

279.2 

275.7 

Other 

60.8 

93.4 

74.8 

Total revenues 

2,480.7 

2,746.9 

2,562.7 

Personnel 

1,028.6 

1,072.7 

987.9 

Interest 

713.8 

877.3 

844.6 

Other 

633.1 

648.5 

576.3 

Total expenses 

2,375.5 

2,598.5 

2,408.8 

Operating income 

105.2 

148.4 

153.9 

Income taxes 

42.2 

72.6 

74.4 

Net income 

$ 63.0 

S 75.8 

$ 79.5 

Assets under management 

$ 37,282 

$34,283 

$31,554 




























DEAN WITTER FINANCIAL SERVICES GROUP 
ANALYSIS OF OPERATIONS 


Net interest income increased 36.9 percent in 1988 due to 
decreased funding costs on net securities inventory positions 
and customer margin accounts. In 1987, net interest income 
increased 16.7 percent due to increased levels of repurchase 
and resale agreements, increased balances and decreased fund¬ 
ing costs in customer margin accounts. 

Commission revenues declined 19.1 percent in 1988 due to 
lower retail securities volume and lower sales of front-load mu¬ 
tual funds. In 1987, record retail securities volume in listed se¬ 
curities, offset by lower sales of front-load mutual funds, result¬ 
ed in a 0.7 percent increase in commission revenues. 

Asset management fees increased 8.0 percent in 1988 and 
34.3 percent in 1987. The increase in both years is related to 
the increased levels of assets under management. Additionally, 
1987 was also affected by increased redemption activity. 


Assets under management 

(millions) 



Investment banking revenues increased 15.9 percent in 
1988 due to the issuance of securities by several new closed- 
end mutual funds as well as higher advisory fees. In 1987, in¬ 
vestment banking revenues increased 7.4 percent principally as 
a result of increased corporate underwritings. 

Trading revenues declined 13.1 percent in 1988 due to re¬ 
duced equity trading revenues partially offset by increased mu¬ 
nicipal trading revenues. In 1987, trading revenues increased 
slightly due to strong government trading results offset by low¬ 
er corporate bond and municipal trading revenues. 

Personnel expense decreased 4.1 percent in 1988 largely 
due to lower account executive compensation resulting from 
lower volume. In 1987, personnel expense increased 8.6 percent 
as a result of higher account executive and other compensation 
related to the improved revenues. Other operating expenses de¬ 
creased 2.4 percent in 1988 primarily due to lower comparative 
bad debt provisions, partially offset by higher facilities ex¬ 
penses at headquarters, due to the consolidation of securities-re- 
lated activities at Two World Trade Center, New York, and at 
the branch offices. In 1987, other operating expenses increased 
12.5 percent due to increased communication, facilities (head¬ 
quarters consolidation) and promotional expenses. 

Net income decreased $12.8 million in 1988 as a result of 
the weak retail securities market and poor results in fixed in¬ 
come trading. Net income decreased $3.7 million in 1987 due to 
poor results in corporate bond and municipal trading offset in 
part by the positive effects of the strong retail securities mar¬ 
ket. 


Consumer banking activities are summarized below: 


$ millions 

1988 

1987 

1986 

Interest revenue 

$1,075.4 

$ 604.3 

$ 228.5 

Interest expense 

507.7 

279.7 

119.9 

Net interest income 

567.7 

324.6 

108.6 

Provision for loan losses 

232.6 

203.5 

37.0 

Net credit income 

335.1 

121.1 

71.6 

Operating revenues 

201.8 

94.7 

19.8 

Operating expenses 

492.4 

408.5 

265.8 

Income (loss) before taxes 

44.5 

(192.7) 

(174.4) 

Income taxes (benefit) 

22.0 

(76.1) 

(81.5) 

Net income (loss) 

$ 22.5 

$016.6) 

$ (92.9) 

Discover Card (thousands): 




Cardholders 

27,084 

22,056 

11,372 

Merchant outlets 

912 

726 

527 

Auto, home equity and other loan volume 

$1,273.5 

1,303.9 

1,063.2 


Discover Cardholders 

(thousands) 


27,084 


Net interest income increased 74.9 percent and approxi¬ 
mately 200 percent in 1988 and 1987, respectively, due to the 
significant growth in Discover Card receivables. 

The provision for loan losses increased 14.3 percent in 
1988 reflecting the growth in Discover Card receivables, offset 
in part by an improved charge-off experience. In 1987, the sig¬ 
nificant increase in the provision was due to an additional pre¬ 
tax charge of $57.6 million taken to increase the overall allow¬ 
ance for loan losses. 

Operating revenues increased significantly in both 1988 
and 1987 due to higher Discover Card merchant transaction 
volume and the significant increase in cardholders for both 
years. 

Operating expenses increased 20.5 percent in 1988 com¬ 
pared with a 53.7 percent increase in 1987. For 1988, increased 
personnel, communications and facilities expenses reflect the 
increased Discover Card volume and the expansion of services 
to cardmembers and merchants. Additionally, a fourth opera¬ 
tions center was opened in late 1987. In 1987, the increase in 
operating expenses was due to the increased Discover Card 
volume, including the addition of a third operations center in 
late 1986. 

The net income in 1988 represents an improvement of 
$139.1 million from the loss reported in 1987. Discover Card 
reported net income of $19.0 million in 1988 compared with a 
net loss of $124.2 million for 1987, while consumer finance oper¬ 
ations experienced lower profitability in 1988. The net loss in 
1987 represented an additional $23.7 million loss as compared 
with the prior year, and was attributable to Discover Card 
start-up costs. 





















STATEMENTS OF FINANCIAL POSITION 



millions 


December 31 


1988 

1987 

Assets 



Cash and invested cash 

$ 481.1 

$ 477.8 

Cash segregated under government regulations 

686.8 

327.1 

Securities purchased under agreements to resell 

3,152.9 

6,350.0 

Discover Card receivables (net of allowances of $197.9 and $134.4) 

5,890.8 

3,705.9 

Receivable from clients and others—collateralized 

3,049.0 

3,570.6 

Securities, at market value (note 2) 

811.4 

2,513.1 

Consumer finance notes 

1,656.8 

1,555.6 

Investments and other loans 

300.2 

106.2 

Other assets 

1,728.0 

1,404.6 

Total assets 

17,757.0 

20,010.9 

Liabilities 



Deposits (note 1) 

4,630.9 

4,032.2 

Securities sold under agreements to repurchase (note 3) 

3,058.4 

6,521.8 

Borrowings (note 3) 

3,758.5 

2,717.7 

Payable to clients and others 

3,142.5 

3,087.5 

Securities sold but not yet purchased, at market value (note 2) 

962.5 

1,532.2 

Other liabilities 

592.6 

672.0 

Total liabilities 

16,145.4 

18,563.4 

Capital 

$ 1,611.6 

$ 1,447.5 


See notes to Consolidated and Dean Witter Financial Services Group summarized financial statements. 


ANALYSIS OF FINANCIAL CONDITION 


The operations of Dean Witter Financial Services Group 
generated cash provided by operating activities of $1.94 bil¬ 
lion, $464.2 million and $218.3 million before dividend pay¬ 
ments to Corporate in 1988, 1987 and 1986, respectively. 

Securities-related assets are extremely liquid and can be readi¬ 
ly converted to cash. Cash and liquid assets, which consist prin¬ 
cipally of securities inventory, receivables from brokers, deal¬ 
ers and clients, and securities purchased under agreements to 
resell, continue to represent more than 80 percent of total secu¬ 
rities-related assets. Short-term borrowings are used to finance 
the purchase of securities by clients on margin, to facilitate 
the securities settlement process, and to finance the trading 
account securities inventory. Securities sold under repurchase 
agreements are also used to finance the trading account securi¬ 
ties inventory. Letters of credit are utilized in lieu of cash or 


security margin deposits required by various clearing associa¬ 
tions wherever possible. Portions of liabilities, such as credit 
balances of clients, certain payables to brokers on securities 
transactions and other liabilities are non-interest bearing and, 
therefore, an important source of funds. 

Consumer banking experienced rapid growth in assets during 
1988 and 1987. Consumer and institutional deposits, short-term 
borrowings and Discover Credit Corp. commercial paper were 
the principal sources of funding. Significant progress has been 
made in enhancing the Group’s access to more cost effective 
sources of short-term borrowings and in maintaining an appro¬ 
priate mix of fixed and variable rate borrowings. Debt is allo¬ 
cated from Corporate to fund certain Discover Card 
receivables, with interest charges allocated at a rate approxi¬ 
mating the short-term cost of funds. 
















DEAN WITTER FINANCIAL SERVICES GROUP 


STATEMENTS OF CASH FLOWS 


millions Year Ended December 31 



1988 

1987 

1986 

Cash flows from operating activities 




Group income (loss) 

$ 85.5 

$ (40.8) 

$ (13.4) 

Adjustments to reconcile group income (loss) to net cash provided by operating activities: 




Depreciation, amortization and other noncash items 

52.0 

50.2 

42.9 

Provisions for uncollectible accounts 

243.1 

244.4 

47.5 

Increase (decrease) in deferred taxes 

(19.8) 

(75.6) 

8.6 

Change in net matched agreements to resell or repurchase 

536.5 

(727.8) 

(228.7) 

Decrease in net trading account securities 

1,131.9 

1,106.9 

422.8 

Decrease (increase) in brokerage receivables 

511.1 

(335.9) 

(27.2) 

Increase in brokerage payables 

55.1 

272.3 

193.6 

Increase in cash segregated under government regulations 

(359.7) 

(129.8) 

(44.8) 

Decrease (increase) in other operating assets 

(235.8) 

134.0 

(406.4) 

Increase (decrease) in other operating liabilities 

(59.5) 

(33.7) 

223.4 

Net cash provided by operating activities 

1,940.4 

464.2 

218.3 

Cash flows from investing activities 




Proceeds from sales of investments 

923.3 

3.9 

1.1 

Purchases of investments 

(1,117.3) 

(106.2) 

(2.0) 

Collections on consumer finance notes 

831.2 

824.4 

467.0 

Loans made for consumer finance notes 

(941.1) 

(1,142.4) 

(693.9) 

Net purchases of property and equipment 

(93.5) 

(116.4) 

(50.9) 

Increase in Discover Card receivables 

(2,403.0) 

(2,630.7) 

(1,284.3) 

Net cash used in investing activities 

(2,800.4) 

(3,167.4) 

(1,563.0) 

Cash flows from financing activities 




Proceeds from long-term debt 

105.2 

68.3 

30.4 

Repayments of long-term debt 

(52.8) 

(152.7) 

(65.0) 

Change in net unmatched agreements to resell or repurchase 

(802.8) 

165.0 

(568.5) 

Increase (decrease) in deposits 

(53.0) 

666.8 

1,032.7 

Net increase in short-term borrowings, primarily 90 days or less 

936.5 

249.8 

450.6 

Proceeds from sales of certificate accounts 

5,096.1 

4,777.3 

504.7 

Payments of maturing certificate accounts 

(4,444.5) 

(3,455.6) 

(204.1) 

Dividends paid to Corporate 

(49.0) 

(15.5) 

(1.6) 

Net capital transfers from Corporate 

127.6 

414.6 

328.2 

Net cash provided by financing activities 

863.3 

2,718.0 

1,507.4 

Net increase in cash and invested cash 

$ 3.3 

$ 14.8 

$ 162.7 

Cash and invested cash at beginning of year 

$ 477.8 

$ 463.0 

S 300.3 

Cash and invested cash at end of year 

$ 481.1 

$ 477.8 

S 463.0 


See notes to Consolidated and Dean Witter Financial Services Group summarized financial statements. 
























NOTES TO SUMMARIZED FINANCIAL STATEMENTS 


Summary of significant accounting policies 


Basis of presentation 

The financial statements of Dean Witter Financial Ser¬ 
vices Group include securities-related and consumer banking 
activities. Securities-related activities consist of securities lend¬ 
ing, securities and futures brokerage services, asset manage¬ 
ment, investment banking and underwriting, and securities trad¬ 
ing. Consumer banking includes credit card services and con¬ 
sumer finance services. Prior years’ financial statements have 
been restated to exclude certain deposit taking and mortgage 
lending operations, which are now included in the Coldwell 
Banker Real Estate Group. 

Securities-related 

Clients’ securities transactions are recorded on settlement 
date with related commission revenues and expenses recorded 
on a trade date basis. Proprietary securities transactions are 
recorded on trade date. Securities are valued at market, and 
the unrealized gains and losses are reflected in income. 

Transactions in forward contracts and futures are open 
contractual commitments until settlement date. Open contracts 
are valued at market and the resulting unrealized gains and 
losses are reflected in income. 

Securities transactions under agreements to resell and re¬ 
purchase are financing transactions and are carried at the 
contract amounts at which the securities will be resold or reac¬ 
quired. Additionally, the Group takes possession of the securi¬ 
ties under agreements to resell at the time such agreements 
are made. In the event the market value of such securities falls 
below the related agreement to resell, the Group will generally 
request an incremental margin deposit in excess of regulatory 
and pre-approved credit limits. 

Credit card services 

Interest on loans is credited to income as earned. General¬ 
ly, interest is accrued on loans until the date of charge-off. The 
interest portion of the charge-off is written off against interest 
income. Merchant discount revenue is accrued as earned. Ser¬ 
vice fee income is recorded when billed. 

Consumer finance 

Revenues from consumer finance notes are deferred and 
amortized to income over the terms of the loans. Direct loan 
origination costs are deferred and amortized primarily in rela¬ 
tion to interest earned on the loans. 


1. Deposits by type follow: 


millions 

December 31 


1988 

1987 

Demand accounts 

$1,238.0 

$ 652.2 

Consumer certificate accounts 

462.8 

1,377.8 

$100,000 minimum certificate accounts 

2,930.1 

2,002.2 

Total 

$4,630.9 

$4,032.2 

Average annual compounded interest rate 

7.99% 

7.55% 

A summary of deposits by year of maturity follows: 

millions 

December 31,1988 

Demand accounts 


$1,238.0 

Certificate accounts maturing in: 



1989 


1,702.3 

1990 


782.7 

1991 


442.9 

1992 


267.2 

1993 and thereafter 


197.8 

Total 


$4,630.9 

Based on historical experience, management anticipates a sub- 

stantial portion of maturing accounts will be redeposited. 

2. Securities owned and securities sold but not yet purchased 

consist of the following: 



millions 

December 31, 1988 


Sold but not 


Owned yet purchased 

Money market instruments 

$187.5 

S 1.1 

United States government 



and agency obligations 

148.3 

607.2 

Municipal bonds 

205.5 

14.5 

Corporate bonds 

165.7 

22.2 

Corporate stocks and options 

104.4 

317.5 

Total 

$811.4 

$962.5 


3. Borrowings consisted of: 


millions 

December 31 


1988 

1987 

Borrowings/allocations from Corporate 

S 913.5 

$1,421.5 

Bank loans 

749.2 

920.7 

Commercial paper 

1,987.2 

279.3 

Other 

108.6 

96.2 

Total 

$3,758.5 

$2,717.7 

Average interest rate 

9.7% 

7.9 


The effective interest rate on amounts borrowed on 
repurchase agreements was approximately 8.4 and 6.4 percent 
at Dec. 31, 1988 and 1987, respectively. 
































COLDWELL BA NKER RE AL ESTATE GROUP 
STATEMENTS OF INCOME 


millions 



Year Ended December 31 


1988 

1987 

1986 

Revenues 




Real estate commissions 

$ 728.8 

$ 630.9 

$ 539.3 

Real estate operations 

112.2 

99.4 

96.5 

Interest 

411.9 

460.6 

555.6 

Ancillary fees and other 

191.4 

208.0 

152.3 

Total revenues 

1,444.3 

1,398.9 

1,343.7 

Costs and expenses 




Commissions and direct costs 

525.8 

469.8 

391.4 

Operating and administrative 

598.1 

621.9 

581.7 

Interest 

397.0 

405.4 

472.3 

Total costs and expenses 

1,520.9 

1,497.1 

1,445.4 

Operating income (loss) 

(76.6) 

(98.2) 

(101.7) 

Gain on sale of property and savings branches 

193.7 

282.2 

179.5 

Equity in income of real estate joint ventures (note 2) 

1.8 

2.1 

6.7 

Income from continuing operations before income taxes 

118.9 

186.1 

84.5 

Income taxes 

39.5 

62.8 

27.2 

Income from continuing operations 

79.4 

123.3 

57.3 

Discontinued operations—operating income, 




less income taxes of $11.2, $7.3 and $11.8 

22.6 

5.9 

9.2 

Income before cumulative effect of accounting change 

102.0 

129.2 

66.5 

Cumulative effect of change in accounting for income taxes 

(11.9) 

— 

— 

Group income 

$ 90.1 

$ 129.2 

$ 66.5 


STATEMENTS OF FINANCIAL POSITION 


millions 


December 31 


1988 

1987 

Assets 



Investments 



Real estate investments (note 1) 

$1,387.1 

$1,382.2 

Mortgage loans 

4,068.4 

4,043.6 

Investments in and advances to real estate joint ventures (note 2) 

145.6 

109.4 

Total investments 

5,601.1 

5,535.2 

Cash and invested cash 

208.2 

177.6 

Office properties and equipment, less accumulated depreciation of $92.1 and $77.8 

182.8 

190.3 

Prepaid expenses and other assets 

390.1 

301.7 

Commissions and other receivables 

284.6 

230.0 

Other assets 

113.1 

116.5 

Total assets 

6,779.9 

6,551.3 

Liabilities 



Long-term debt 

927.7 

823.1 

Loans payable 

882.3 

757.8 

Deposits and advances from Federal Home Loan Bank (note 3) 

3,446.9 

3,190.1 

Commissions payable 

22.6 

30.2 

Deferred income taxes 

72.5 

87.3 

Other liabilities 

636.0 

779.2 

Total liabilities 

5,988.0 

5,667.7 

Capital 

$ 791.9 

$ 883.6 


See notes to Consolidated and Coldwell Banker Real Estate Group summarized financial statements. 


































COLOWELL BANKER REAL ESTATE GROUP 

ANALYSIS OF OPERATIONS 


Revenues of Coldwell Banker Real Estate Group increased 
$45.4 million or 3.2 percent in 1988 following an increase of 
$55.2 million or 4.1 percent in 1987. Revenue increases in 1988 
and 1987 were primarily attributable to increased residential 
brokerage volume. Real estate commissions revenue increased 
15.5 percent and 17.0 percent in 1988 and 1987, respectively. 
Revenue from real estate operations rose 12.9 percent in 1988 
and 3.0 percent in 1987. Partially offsetting these increases in 
1988 were declines in interest income and ancillary fees and 
other revenues from the Mortgage operations. 

The residential real estate business accounted for 56.5 per¬ 
cent of the total Group revenues in 1988 compared with 50.0 
percent in 1987 and 44.5 percent in 1986. Revenue growth of 
16.7 percent in 1988 and 17.1 percent in 1987 was primarily 
attributable to internal growth and acquisitions in 1987 and 
prior periods. Expansion activities were moderated in 1988 
with some consolidation of offices to achieve efficiencies. Mar¬ 
ket share surpassed 10 percent in 1988, from below 10 percent 
in 1987 and 9 percent in 1986. 

Homart Development Co. revenues increased 9.7 percent 
to $137.5 million in 1988. Rental revenues from shopping cen¬ 
ters and office building operations of $112.2 million were the 
major source of revenues. Addition of new properties, in¬ 
creased occupancy of existing centers and office buildings, and 
increased rents were partially offset by loss of revenues due to 
sale of properties, resulting in the net increase in 1988 and 
1987. Total revenues in 1987 were $125.3 million, representing 
an 11.0 percent increase from 1986. 

The Sears Mortgage group reported a 14.7 percent decline 
in revenues in 1988, following an 8.5 percent decline in 1987. 
Other revenues declined in 1988 due primarily to an accounting 
change which required offsetting of $23.4 million of origination 
fees in 1988 with related direct costs. 

Total costs and expenses for the Group increased 1.6 per¬ 
cent in 1988 and 3.6 percent in 1987 over the respective prior 
years. Increased commissions and direct costs (which vary di¬ 
rectly with commission revenues), and increased operating ad¬ 
ministrative costs at Residential, were partially offset by re¬ 
duced operating costs at Mortgage and lower interest expense 
as a result of a reduced mortgage loan warehouse. 

The Group’s total operating income was adversely impact¬ 
ed by Homart’s operating losses of $44.1 million in 1988, $41.7 


million in 1987 and $27.9 million in 1986. Homart losses were 
expected given the sale of mature properties, its rapid develop¬ 
ment pace and the increase in its financial leverage. Deprecia¬ 
tion and amortization at Homart, which are non-cash charges 
against income, were $35.3 million, $29.5 million and $25.3 mil¬ 
lion in 1988, 1987 and 1986, 

Gains on sale of property decreased 31.4 percent in 1988, 
compared with a 57.2 percent increase in 1987. In 1988, after 
tax gains of $116.1 million resulted from the sales of a wholly 
owned shopping center, partial interests in four shopping cen¬ 
ters and two office buildings and certain land parcels. In 1987, 
after tax gains of $174.0 million were from the sales of two 
wholly owned shopping centers, partial interests in three shop¬ 
ping centers, certain land parcels and $53.4 million from the 
sale of Sears Savings Bank branches. The sales of one wholly 
owned shopping center, partial interests in two shopping cen¬ 
ters, a neighborhood center and peripheral land, as well as a 
$12.4 million gain from the sale of Sears Savings Bank branch¬ 
es, primarily accounted for the 1986 after tax gains of $109.9 
million. 

The Group s share of real estate joint venture operating 
results in 1988 was comparable to 1987. Sales of mature proper¬ 
ties primarily accounted for the decline in 1987 over the prior 
year. 

Income from continuing operations in 1988 declined 35.6 
percent from the prior year, primarily due to reduced gains 
from sale of properties and the impact of the Sears Savings 
Bank restructuring. The 1987 increase of 115.2 percent over 
the prior year resulted from higher after tax gains on the sale 
of property and sales of Sears Savings Bank branches as well 
as improved operating results at Mortgage. 

Discontinued operations reflected the net income from the 
commercial real estate business less the related goodwill amor¬ 
tization. 1988 saw a strong recovery in commercial real estate 
activities, as compared to a weak market in 1987 following the 
enactment of the 1986 Tax Reform Act. 

The Group’s net income was 30.3 percent lower than the 
prior year. Excluding the gains from the sales of Sears Sav¬ 
ings Bank branches in 1987 and 1986, 1988 net income was 
18.9 percent higher than 1987, following a 40.1 percent rise in 
1987 over the prior year. 








COLDWELL BANKER REAL ESTATE GROUP 


STATEMENTS OF CASH FLOWS 


millions Year Ended December 31 



1988 

1987 

1986 

Cash flows from operating activities 




Group income 

$ 90.1 

S 129.2 

S 66.5 

Adjustments to reconcile group income to net cash provided by operating activities: 




Depreciation, amortization and other noncash items 

100.0 

74.9 

76.3 

Gains on sales of property and investments 

(178.1) 

(187.7) 

(158.5) 

Increase (decrease) in deferred taxes 

(14.8) 

39.5 

(60.1) 

Decrease (increase) in other operating assets 

157.3 

350.2 

(265.5) 

Increase (decrease) in other operating liabilities 

36.3 

(296.9) 

50.5 

Net cash provided by ( used in) operating activities 

190.8 

109.2 

(290.8) 

Cash flows from investing activities 




Proceeds from sales of investments 

348.7 

344.9 

370.2 

Purchases of investments 

(272.5) 

(366.2) 

(404.7) 

Collections on mortgage loans and consumer finance notes 

657.5 

1,608.2 

1,649.0 

Loans made for mortgages and consumer finance notes 

(889.2) 

(736.8) 

(1,846.3) 

Net purchases of property and equipment 

(15.5) 

(47.5) 

(28.5) 

Net cash (used in) provided by investing activities 

(171.0) 

802.6 

(260.3) 

Cash flows from financing activities 




Net increase (decrease) in long-term debt 

104.6 

(57.3) 

346.7 

Proceeds from sales of certificate accounts 

11,008.7 

10,629.0 

8,790.1 

Payments of maturing certificate accounts 

(10,543.0) 

(12,004.0) 

(9,010.9) 

Proceeds of advances from FHLB 

1,025.0 

800.0 

955.0 

Repayments of advances from FHLB 

(1,175.0) 

(851.9) 

(785.7) 

Increase (decrease) in deposits 

(58.9) 

12.6 

72.6 

Change in net unmatched agreements to resell or repurchase 

(306.6) 

320.8 

(11.3) 

Net increase in short-term borrowings, primarily 90 days or less 

137.9 

87.0 

95.6 

Dividends paid to Corporate 

(187.5) 

(37.2) 

(37.5) 

Net capital transfers to Corporate 

5.6 

6.4 

23.0 

Net cash provided by (used in) financing activities 

10.8 

(1,094.6) 

437.6 

Net increase (decrease) in cash and invested cash 

$ 30.6 

$ (182.8) 

$ (113.5) 

Cash and invested cash at beginning of year 

$ 177.6 

$ 360.4 

S 473.9 

Cash and invested cash at end of year 

$ 208.2 

S 177.6 

$ 360.4 


See notes to Consolidated and Coldwell Banker Real Estate Group summarized financial statements. 

ANALYSIS OF FINANCIAL CONDITION 


Net cash provided by operations were $190.8 million in 
1988 compared with $109.2 million in 1987. In 1986 net cash 
used by operations was $290.8. In 1987 and 1986, cash provid¬ 
ed by operations were impacted by the sales of two shopping 
centers. Notes receivable arising from the transactions were 
recorded in 1986. Proceeds were collected and the gains on 
sales were recognized in 1987. 

Principal uses of cash were for the purchase and develop¬ 
ment of real estate properties, purchase of residential relocation 
property held for resale, payment of dividends to Corporate and 
the purchase of new brokerage offices and furnishings. 

NOTES TO SUMMARIZED FINANCIAL STATEMENTS 

Summary of significant accounting policies 


Basis of presentation 

The financial statements of Coldwell Banker Real Estate 
Group include real estate development, management, broker- 


Liquidity sources for the operation and development of 
wholly owned real estate properties are cash flows from shop 1 
ping center and office building operations, net proceeds from 
real estate sales, borrowings on real estate properties and 
unsecured debt and credit facilities. Joint venture shopping cen¬ 
ters and office buildings are developed primarily with 
borrowings related to those joint ventures and which, accord¬ 
ingly, are not included in the above figures. Mortgage loans 
and the related servicing rights are sold to generate funds for 
additional investment. 


age, mortgage banking and related financial services. The 
Group carries its investment in joint ventures at cost plus its 
undistributed share of earnings and losses since inception. Pri¬ 
or years' financial statements have been restated to include cer¬ 
tain deposit taking and mortgage lending operations previous¬ 
ly included in the Dean Witter Financial Services Group. 

































NOTES TO SUMMARIZED FINANCIAL STATEMENTS 


Mortgage banking 

Fees for servicing loans for investors are recognized as 
income as the related mortgage payments are due. For loans 
sold with servicing retained, excess servicing fees are recog¬ 
nized as an adjustment to the gain or loss on the sale of the 
loans. The costs of mortgage servicing purchased are deferred 
and amortized over the estimated average life of the related 
loans on an accelerated basis to approximate the estimated fu¬ 
ture stream of net servicing income. 

Real estate 

Real estate commissions on sales are credited to income 
upon close of escrow or upon transfer of title. Real estate leas¬ 
ing commissions are credited to income generally upon occupan¬ 
cy by tenant. Sales and leasing commissions expense are re¬ 


corded concurrently with the income transactions to which 
they relate. Percentage rental revenue is based on tenant sales 
and is recognized in the period in which the sales occur. Initial 
leasing costs applicable to company-owned real estate are de¬ 
ferred and amortized over the average life of the related 
leases on a straight-line basis. 

Deposit taking and lending 

Interest on loans is credited to income as earned to the 
extent considered collectible. Loan origination and commitment 
fees are generally recognized as income when the loan is re¬ 
corded to the extent of loan origination costs incurred. Fees in 
excess of such costs are deferred and amortized to income 
over the estimated lives of the loans. 


1. Real estate investments 


millions 


December 31, 1988 


December 31, 1987 


Held for 
or under 
Operating development 

Total 

Held for 
or under 
Operating development 

Total 

Land 

$ 65.0 

$215.1 

$ 280.1 

$ 70.1 

$242.7 

$ 312.8 

Buildings, improvements and equipment 

835.3 

.5 

835.8 

838.9 

4.6 

843.5 

Construction and development costs 

— 

245.7 

245.7 

— 

171.7 

171.7 

Residential property held for resale 

.5 

126.2 

126.7 

144.5 

.4 

144.9 


900.8 

587.5 

1,488.3 

1,053.5 

419.4 

1,472.9 

Accumulated depreciation and amortization 

101.2 

— 

101.2 

90.7 

— 

90.7 

Total 

$799.6 

$587.5 

$1,387.1 

$ 962.8 

$419.4 

$1,382.2 


The amount of interest and taxes capitalized in connection 
with property held for or under development was S37.3, S39.5 
and $28.3 million for the years ended Dec. 31, 1988, 1987 and 
1986, respectively. 

2. Real estate joint ventures 

At the end of 1988, Homart was a partner in 27 joint ven¬ 
tures formed to develop and operate regional shopping centers 
and other commercial property. Homart, with its partners, has 
jointly and/or severally guaranteed $331.5 million in 
borrowings for joint ventures in which it is a partner. 

At Dec. 31, 1988 and 1987, combined joint venture assets 
(primarily shopping centers and properties under development) 
totaled $897.2 and $612.5 million and liabilities (primarily long¬ 
term debt and construction loans) totaled $593.4 and $477.8 
million, respectively. Joint venture revenues for the years end¬ 
ed Dec. 31, 1988, 1987 and 1986 were $108.6, $126.1 and $117.6 
million, respectively. Operating income before gains on proper¬ 
ty sales was $4.4, $13.7 and $13.2 million in 1988, 1987 and 
1986, respectively. Homart’s share of joint venture gains on 
property sales of $4.8, $0.3 and $1.0 million for the years 1988, 
1987 and 1986 are included in the caption “Gain on sale of 
property” in the accompanying statements of income. 


3. Deposits by type follow: 


millions 

December 31 


1988 

1987 

Demand and passbook accounts 

Consumer certificate accounts 
$100,000 minimum certificate accounts 

$ 111.7 
739.6 
2,255.6 

$ 169.4 
537.4 
1,993.4 

Total 

Average annual compounded interest rate 

$3,106.9 

7.87% 

$2,700.2 

7.05% 


A summary of deposits by year of maturity follows: 


millions 

December 31,1988 

Demand and passbook accounts 

Certificate accounts maturing in: 

$ 111.7 

1989 

2,483.5 

1990 

244.1 

1991 

90.4 

1992 

21.7 

1993 and thereafter 

155.5 

Total 

$3,106.9 


Based on historical experience, management anticipates a sub¬ 
stantial portion of maturing accounts will be redeposited. 






















SEARS, ROEBUCK AND CO. 

RESPONSIBILITY FOR FINANCIAL STATEMENTS 


The financial statements, including the financial analysis 
and all other information in this annual report, were prepared 
by management which is responsible for their integrity and ob¬ 
jectivity. Management believes the financial statements, which 
require the use of certain estimates and judgments, fairly and 
accurately reflect the company’s financial position and operat¬ 
ing results, in accordance with generally accepted accounting 
principles. All financial information in this annual report is con¬ 
sistent with the financial statements. 

Management maintains a system of internal controls 
which it believes provides reasonable assurance that, in all ma¬ 
terial respects, assets are maintained and accounted for in ac¬ 
cordance with management’s authorizations and transactions 
are recorded accurately in the books and records. The concept 
of reasonable assurance is based on the premise that the cost 
of internal controls should not exceed the benefits derived. To 
assure the effectiveness of the internal control system, the or¬ 
ganizational structure provides for defined lines of responsibili¬ 
ty and delegation of authority. The company’s formally stated 
and communicated policies demand of employees high ethical 
standards in their conduct of its business. These policies ad¬ 
dress, among other things, potential conflicts of interest; com¬ 
pliance with all domestic and foreign laws, including those re¬ 
lated to financial disclosure; and the confidentiality of proprie¬ 
tary information. As a further enhancement of the above, the 
company’s comprehensive internal audit program is designed 
for continual evaluation of the adequacy and effectiveness of 
its internal controls and measures adherence to established pol¬ 
icies and procedures. 


The Audit Committee of the Board of Directors is com¬ 
prised entirely of directors who are not employees of the com¬ 
pany. The committee reviews audit plans, internal controls, fi¬ 
nancial reports and related matters and meets regularly with 
the company’s management, internal auditors and independent 
certified public accountants. The independent certified public 
accountants and the internal auditors have free access to the 
Audit Committee, without management being present, to dis¬ 
cuss the results of their audits or any other matters. 

Touche Ross & Co., independent certified public accoun¬ 
tants, have audited the financial statements of the company 
and their opinion is presented below. Their audit includes a 
study and evaluation of the company’s control environment, ac¬ 
counting systems and control procedures. Touche Ross advises 
management and the Audit Committee of significant matters 
resulting from their audit of our financial statements and inter¬ 
nal controls. 

Edward A. Brennan 
Chairman, President 
and Chief Executive Officer 

James M. Denny 
Senior Vice President and 
Chief Financial Officer 

John S. Vivian 
Vice President and 
Corporate Comptroller 


INDEPENDENT AUDITOR'S REPORT 


To the Shareholders and Board of Directors 
Sears, Roebuck and Co.: 

We have audited the accompanying Consolidated State¬ 
ments of Financial Position of Sears, Roebuck and Co. as of 
December 31, 1988 and 1987, and the related Consolidated State¬ 
ments of Income, Shareholders’ Equity and Cash Flows for 
each of the three years ended December 31, 1988. These finan¬ 
cial statements are the responsibility of the Company’s man¬ 
agement. Our responsibility is to express an opinion on these 
financial statements based on our audits. 

We conducted our audits in accordance with generally ac¬ 
cepted auditing standards. Those standards require that we 
plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material mis¬ 
statement. An audit includes examining, on a test basis, evi¬ 
dence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presenta¬ 
tion. W r e believe that our audits provide a reasonable basis for 
our opinion. 


In our opinion, the consolidated financial statements re¬ 
ferred to above present fairly, in all material respects, the fi¬ 
nancial position of Sears, Roebuck and Co. as of December 31, 
1988 and 1987, and the results of its operations and its cash 
flows for each of the three years in the period ended December 
31, 1988 in conformity with generally accepted accounting 
principles. 

As discussed in note 1, the consolidated financial state¬ 
ments reflect the cumulative effect on prior years of the 
Company’s change in accounting for income taxes for the 
year ended December 31, 1988 and the retroactive effect of 
the Company’s change in accounting for certain life 
insurance products. 

Chicago, Illinois 
February 28, 1989 











CORPORATE INFORMATION 


ANNUAL MEETING 

The annual meeting of shareholders of Sears, Roebuck and Co. will 
be held in the Civic Opera House at Wacker Drive and Madison 
Street, Chicago, Illinois 60(506 on Thursday, May 11, 1989, at 9:30 
a.m., C.D.T. 

REGISTRAR 

Morgan Shareholder Services Trust Company 

AUDITORS 

Touche Ross & Co. 

Chicago, Illinois 

INVESTOR INFORMATION 

Analysts and investment professionals should direct inquiries to: 

Corporate Investor Services 
Sears, Roebuck and Co. 

Sears Tower—Department 962 
Chicago, IL 60684 
312/875-1466 

GENERAL INFORMATION 

The following are available upon request without charge: 

• a copy of the Form 10-K Annual Report filed with the Securities 
and Exchange Commission for the year ended December 31, 1988; 

• an audio-cassette tape of the company’s 1988 Annual Report for 
use by the visually impaired; 

• a copy of the Sears, Roebuck and Co. Social Responsibility 
Report which includes The Sears-Roebuck Foundation 1988 
Report. 

Requests for the above information should be addressed to: 

Corporate Public Affairs 
Sears, Roebuck and Co. 

Sears Tower—Department 903 
Chicago, IL 60684 
312/875-9785 

TRANSFER AGENT/SHAREHOLDER RECORDS 
For information or assistance regarding individual stock records, 
transactions, dividend reinvestment accounts, dividend checks or 
stock certificates, contact: 

Morgan Shareholder Services Trust Company 

30 West Broadway 

New York, NY 10007-2192 

212/587-6515 










Sears, Roebuck and Co. 

Sears Tower, Chicago, Illinois 60684 







